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I. INTRODUCTION 

Q. PLEASE STATE YOUR NAME, AFFILIATION AND BUSINESS ADDRESS. 1 
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A. My name is Robert B. Hevert.  I am President of Concentric Energy Advisors, Inc. 

(“Concentric”), located at 293 Boston Post Road West, Suite 500, Marlborough, 

Massachusetts 01752. 

 

Q. ON WHOSE BEHALF ARE YOU SUBMITTING THIS TESTIMONY? 

A. I am submitting this testimony on behalf of South Carolina Electric & Gas Company, 

referred to throughout my testimony as “SCE&G”, or the “Company”. 

 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

EXPERIENCE IN THE ENERGY AND UTILITY INDUSTRIES. 

A. I received my Bachelors of Science degree in Finance from the University of 

Delaware, and a Master’s degree in Business Administration from the University of 

Massachusetts.  In addition, I hold the Chartered Financial Analyst designation.  I 

began my career as a Revenue Requirements Analyst with General Telephone 

Company of the South, located in Durham, North Carolina.  Since then, I have served 

as an executive and manager with other consulting firms (REED Consulting Group 

and Navigant Consulting, Inc.), and as a financial officer of Bay State Gas Company.  

I have provided testimony regarding strategic and financial matters, including the cost 

of capital, before several state utility regulatory agencies as well as the Federal 

Energy Regulatory Commission on approximately 60 occasions, and have advised 

numerous energy and utility clients on a wide range of financial and economic issues 
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including both asset and corporate-based transactions.  Many of those assignments 

have included the determination of the cost of capital for valuation purposes.  A 

summary of my professional and educational background, including a listing of my 

prior testimony in prior proceedings, is included as Attachment A. 
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Q. PLEASE DESCRIBE CONCENTRIC’S ACTIVITIES IN ENERGY AND 

UTILITY ENGAGEMENTS. 

A. Concentric provides financial and economic advisory services to a large number of 

energy and utility clients across North America.  Our regulatory economic and market 

analysis services include utility ratemaking and regulatory advisory services; energy 

market assessments; market entry and exit analysis; corporate and business unit 

strategy development; and energy contract negotiations.  Our financial advisory 

activities include merger, acquisition and divestiture assignments, due diligence and 

valuation assignments, project and corporate finance services, and transaction support 

services.  In addition, we provide litigation support services on a wide range of 

financial and economic issues for clients throughout North America. 

 

II. PURPOSE AND OVERVIEW OF TESTIMONY 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

A. The purpose of my Direct Testimony is to present evidence and provide a 

recommendation regarding the Company’s Return on Equity (“ROE”) and to assess 

the reasonableness of its proposed capital structure.1  My analysis and conclusions are 
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supported by the data presented in Exhibit No.___(RBH-1) through Exhibit No.___ 

(RBH-8), which have been prepared by me or under my direction in connection with 

my Direct Testimony. 
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Q. WHAT ARE YOUR CONCLUSIONS REGARDING THE APPROPRIATE 

COST OF EQUITY AND CAPITAL STRUCTURE FOR THE COMPANY? 

A. My analyses indicate that the Company’s Cost of Equity currently is in the range of 

10.70 percent to 11.90 percent.  Based on the quantitative and qualitative analyses 

discussed throughout my Direct Testimony, I conclude that an ROE of 11.60 percent 

is reasonable and appropriate.  With respect to the Company’s capital structure, I 

conclude that the Company’s proposed capital structure, consisting of 52.96 percent 

common equity and 47.04 percent long-term debt, is reasonable.     

 

Q. PLEASE PROVIDE A BRIEF OVERVIEW OF THE ANALYSIS THAT LED 

TO YOUR ROE RECOMMENDATION.  

A. As discussed in more detail in Section VI, in light of recent market conditions, and 

given the fact that equity analysts and investors tend to use multiple methodologies in 

developing their return requirements, it is extremely important to consider the results 

of several analytical approaches in determining the Company’s ROE.  In order to 

develop my ROE recommendation, I therefore applied the Constant Growth 

Discounted Cash Flow (“DCF”) model, the Capital Asset Pricing Model (“CAPM”), 

and the Risk Premium approach.  As discussed later in my testimony, it is important 

to consider a range of factors, both quantitative and qualitative, in arriving at an ROE 
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determination.  Consequently, while I have continued to include all three models in 

my testimony, I have given more weight to certain of the methodological approaches. 
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In addition to the analyses discussed above, I considered the nature of the recent 

financial and economic environment, as well as the incremental risks associated with 

the Company’s need to fund the development and construction of new nuclear 

generating facilities, support the financing of significant environmental-related 

projects at existing coal-fired generating units, and to maintain system integrity and 

safety in South Carolina.  My recommendation also takes into consideration other 

factors, such as the Company’s comparatively small size relative to the proxy group 

companies, the Company’s relatively large capital expenditure program and the direct 

costs associated with issuing common equity.  While I did not include any explicit 

adjustments to my ROE estimates for those factors, I did take them into consideration 

when determining where the Company’s ROE falls within my range of analytical 

results.   

 

Q. HOW IS THE REMAINDER OF YOUR DIRECT TESTIMONY 

ORGANIZED? 

A. The remainder of my Direct Testimony is organized in seven sections.  In Section III, 

I discuss the regulatory guidelines and financial considerations pertinent to the 

development of the cost of capital.  Section IV briefly discusses the current capital 

market conditions and the effect of those conditions on the Company’s Cost of 

Equity.  Section V explains my selection of a proxy group of integrated electric 
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utilities.  Section VI describes my analyses and the analytical basis for the 

recommendation of the appropriate ROE for SCE&G.  Section VII provides a 

discussion of specific business risks that have a direct bearing on the ROE to be 

authorized for the Company in this case.  Section VIII discusses the reasonableness of 

the Company’s proposed capital structure, and Section IX summarizes my 

conclusions and recommendations.   
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III. REGULATORY GUIDELINES AND FINANCIAL CONSIDERATIONS 

Q. PLEASE DESCRIBE THE GUIDING PRINCIPLES TO BE USED IN 

ESTABLISHING THE COST OF CAPITAL FOR A REGULATED UTILITY. 

A. The United States Supreme Court’s precedent-setting Hope and Bluefield cases 

established the standards for determining the fairness or reasonableness of a utility’s 

allowed ROE.  Among the standards established by the Court in those cases are: (1) 

consistency with other businesses having similar or comparable risks; (2) adequacy of 

the return to support credit quality and access to capital; and (3) that the means of 

arriving at a fair return are not important, only that the end result leads to just and 

reasonable rates.2  
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Q. DOES SOUTH CAROLINA CASE PRECEDENT PROVIDE SIMILAR 

GUIDANCE IN ESTABLISHING THE APPROPRIATE RETURN ON 

COMMON EQUITY? 
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A. Yes.  The standards established in the Hope and Bluefield decisions were 

acknowledged by the Public Service Commission of South Carolina (the 

“Commission”) in the Company’s rate case in an Order issued in 2005.3  That Order 

outlines four principal guidelines regarding the determination of the rate of return: 

• The rate of return should be sufficient to allow SCE&G the opportunity to 

earn a return equal to firms facing similar risks; 

• The rate of return should be adequate to assure investors of the financial 

soundness of the utility and to support the utility’s credit and ability to raise 

capital needed for on-going utility operations at reasonable cost; 

• The rate of return should be determined with due regard for the present 

business and capital market conditions facing the utility; and 

• The rate of return is not formula-based, but requires an informed expert 

judgment by the Commission balancing the interests of shareholders and 

customers.4      

 

Based on those standards, the consequence of the Commission’s order in this case 

should be to provide the Company with the opportunity to earn an ROE that is: (1) 

commensurate with returns on equity investments in enterprises having comparable 

risks; (2) sufficient to ensure the financial soundness of the Company’s operations; 
 

3  Public Service Commission of South Carolina, Docket No. 2004-178-E Order No. 2005-2, January 6, 
2005. 

4  Ibid., at 85. 
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and (3) adequate to attract capital at reasonable terms, thereby enabling it to provide 

safe, reliable service.  The allowed ROE should enable the Company to finance 

capital expenditures at reasonable rates and maintain its financial flexibility over the 

period during which rates are expected to remain in effect.   
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Q. WHY IS IT IMPORTANT FOR A UTILITY TO BE ALLOWED THE 

OPPORTUNITY TO EARN A RETURN ADEQUATE TO ATTRACT 

EQUITY CAPITAL AT REASONABLE TERMS?   

A. There is a long history of precedent supporting the need for a reasonable Return on 

Equity, the role of capital structure, and the resulting cost of capital to establish just 

and reasonable rates for utility services.  Among the themes common to federal court, 

state court and agency decisions is the principle that a utility’s cost of capital 

(including its capital structure and allowed return on common equity) must be 

reflective of other enterprises having comparable risks acting independently in the 

financial markets.  A return that is adequate to attract capital at reasonable terms 

enables the Company to provide safe, reliable electric service while maintaining its 

financial integrity.  To the extent the Company is provided the opportunity to earn its 

market-based cost of capital, neither customers nor shareholders are disadvantaged. 

 

While the “capital attraction” and “financial integrity” standards are important 

principles in normal economic conditions, the practical implications of those 

standards are even more pronounced in the current financial environment.  As 

discussed in more detail in Section IV, those conditions have intensified the 
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importance of maintaining a strong financial profile.  Consequently, the 

Commission’s order in this proceeding will have a significant impact on the 

Company’s ability to attract capital and maintain its financial integrity. 
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Q. HOW DOES THE REGULATORY ENVIRONMENT IN WHICH A UTILITY 

OPERATES AFFECT ITS ACCESS TO AND COST OF CAPITAL? 

A. The regulatory environment can profoundly affect both the access to, and cost of 

capital in several ways.  First, there is little question that rating agencies consider the 

regulatory environment, including the extent to which the presiding regulatory 

commission is supportive of issues addressing credit quality, to be an important 

determinant of the subject company’s credit profile.  As noted by Moody’s, “the 

predictability and supportiveness of the regulatory framework in which [a regulated 

utility] operates is a key credit consideration and the one that differentiates the 

industry from most other corporate sectors.”5  Moody’s further noted that: 

For a regulated utility company, we consider the characteristics of the 
regulatory environment in which it operates.  These include how 
developed the regulatory framework is; its track record for 
predictability and stability in terms of decision making; and the 
strength of the regulator’s authority over utility regulatory issues.  A 
utility operating in a stable, reliable, and highly predictable regulatory 
environment will be scored higher on this factor than a utility 
operating in a regulatory environment that exhibits a high degree of 
uncertainty or unpredictability.  Those utilities operating in a less 
developed regulatory framework or one that is characterized by a high 
degree of political intervention in the regulatory process will receive 
the lowest scores on this factor.6 

 

 
5  Moody’s Global Infrastructure Finance, Regulated Electric and Gas Utilities, August 2009, at 6. 
6  Ibid. 
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Standard & Poor’s (“S&P”) notes that regulatory commissions should eliminate, or at 

least greatly reduce, the issue of rate-case lag.  The effect of rate-case lag (sometimes 

referred to as “regulatory lag”) on cash flows becomes especially important when a 

utility engages in a sizable capital expenditure program.
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7  Moody’s agrees that timely 

cost recovery is an important determinant of credit quality, stating that “[t]he ability 

to recover prudently incurred costs in a timely manner is perhaps the single most 

important credit consideration for regulated utilities, as the lack of timely recovery of 

such costs has caused financial distress for utilities on several occasions.”8 

 

It also is important to note that regulatory decisions regarding the ROE and capital 

structure have direct consequences for the subject utility’s internal cash flow 

generation (sometimes referred to as “Funds Flow from Operations,” or “FFO”).  

Since credit ratings are intended to reflect the ability to meet financial obligations as 

they come due, the ability to generate the cash flows required to meet those 

obligations (and to provide an additional amount for unexpected events) is of critical 

importance to debt investors.  Two of the most important metrics used to assess that 

ability are the ratios of FFO to debt and FFO to interest expense, both of which are 

directly affected by regulatory decisions regarding the appropriate rate of return, and 

capital structure.  

 

 
7  Standard and Poor’s, Assessing Vertically Integrated Utilities’ Business Risk Drivers, U.S. Utilities and 

Power Commentary, November 2006, at 10. 
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Q. WHAT ARE YOUR CONCLUSIONS REGARDING REGULATORY 

GUIDELINES AND CAPITAL MARKET EXPECTATIONS? 
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A. The ratemaking process is premised on the principle that, in order for investors and 

companies to commit the capital needed to provide safe and reliable utility services, 

the utility must have the opportunity to recover the return of invested capital and the 

market-required return on that capital.  Regulatory commissions recognize that since 

utility operations are capital intensive, regulatory decisions should enable the subject 

company to attract capital at reasonable terms; doing so balances the long-term 

interests of customers and ratepayers.  The financial community carefully monitors 

the current and expected financial condition of utility companies, as well as the 

regulatory process to which they are subject.  In that respect, the regulatory 

environment is one of the most important factors considered in both debt and equity 

investors’ assessments of risk. 

 

Therefore, it is important for the ROE authorized in this proceeding to take into 

consideration the capital market conditions with which the Company must contend, as 

well as investors’ expectations and requirements for both risks and returns.  Finally, 

in light of recent capital market conditions and the Company’s capital investment 

plans, it is especially important that the Company be afforded the opportunity to 

maintain an adequate financial profile, and earn a reasonable return. 
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IV. CURRENT CAPITAL MARKET ENVIRONMENT  

Q. HOW DO ECONOMIC CONDITIONS INFLUENCE THE REQUIRED COST 

OF CAPITAL AND REQUIRED RETURN ON COMMON EQUITY?  
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A. The required cost of capital, including the ROE, is a function of prevailing and 

expected financial market conditions.  Consistent with the Hope and Bluefield 

decisions, the authorized ROE for a public utility should allow the company to attract 

investor capital at reasonable cost under a variety of economic and financial market 

conditions.  The ability to attract capital on reasonable terms is especially important 

for utilities such as South Carolina Electric & Gas Company that have invested in the 

environmental remediation of existing generating facilities and plan to invest 

considerable amounts of capital in investments in new nuclear generating facilities, as 

well as in maintaining and enhancing transmission and distribution system reliability.  

As such, the Commission’s order regarding both the Return on Equity and the capital 

structure will have a direct bearing on the Company’s financial profile and, therefore, 

its ability to attract capital at reasonable terms.9   

 

Q. HOW HAVE THE CURRENT CAPITAL MARKET CONDITIONS 

AFFECTED THE AVAILABILITY AND COST OF CAPITAL? 

A. The widely discussed financial market crisis and the following recession led to a 

general decrease in the availability of, and an increase in, the cost of both debt and 

equity capital for all market sectors, including utilities.  While these conditions have 
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expenditure programs going forward would be enhanced by a decision by the Commission in this case 
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communicated by the Company to the investment community. 



 

moderated since early 2009, investors continue to be concerned with risks associated 

with a diminished financial profile.  As discussed in more detail below, the 

incremental borrowing cost of a one “grade” deterioration in credit rating is 

considerably higher than historical levels.  The combined effects of regulatory lag, 

uncertain capital cost recovery, and heightened levels of risk aversion have been 

noted by industry analysts.  As Barclays observed, “[i]n the long term, structural 

headwinds should persist for regulated utilities, owing to risks associated with capital 

acquisition, construction execution, and regulatory recovery in a rising rate-base 

environment.”

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

10  In that respect, both the Dow Jones Utility Average and the proxy 

group used in my analyses considerably under-performed the general market during 

the late 2009 market rally (see Table 1, below).   

Table 1:  Dow Jones Industrial Average, Dow Jones Utility Average  

and Proxy Group Average Price Performance (2008-2009) 

 DJIA DJUA Proxy Group 
Average 

200911 17.65% (0.91%) 3.29% 
 14 
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Q. ARE THERE ANY OBSERVABLE BENCHMARKS TO EVALUATE 

CHANGES IN THE COST OF CAPITAL? 

A. Yes.  A directly observable measure of the increased cost of capital for utilities is the 

level of credit spreads (i.e., the difference between the yield on corporate debt and the 

yield on equivalent term Treasury securities).  As shown in Table 2 (below), the 

difference in credit spreads between A and Baa-rated (Moody’s) utility debt increased 

 
10   Barclays Capital Equity Research Americas, Utilities: Capital Management, July 16, 2009, at 5. 
11  December 31, 2008 – February 26, 2010. 
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significantly since the beginning of 2007, and is approximately two times the average 

difference from 2002 through 2006.
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Table 2: Incremental Credit Spreads on A and Baa Rated Utility Bond Indices13 

 
Average 

2002 - 2006 

Average 
2007 - 

Present 

Current 
6 Month 

Avg. 

Current 
3 Month 

Avg. 
A-Rated Utility Bond Credit 
Spread 1.45% 1.81% 1.37% 1.25% 
Baa-Rated Utility Bond Credit 
Spread 1.79% 2.45% 1.95% 1.71% 
Difference In Credit Spreads 0.34% 0.64% 0.59% 0.46% 

Note: Credit spreads measured against 30-year Treasury Bond yield 
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Q. WHAT CONCLUSIONS CAN BE DRAWN FROM THAT DATA?  

A. The principal conclusion is that while the extraordinarily high level of credit spreads 

seen earlier in 2009 has narrowed, the incremental cost associated with a diminished 

credit rating remains at relatively high levels.  Under these conditions, regulatory 

policies that are perceived as unsupportive of credit quality may well add to ratings 

pressure.  To the extent that is the case, the Commission’s decision in this proceeding 

would have a direct bearing on the Company’s overall cost of capital. 

 

 
12  Based on 2007 to present. 
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Q. TURNING NOW TO THE EQUITY MARKET, WHAT DOES MARKET 

VOLATILITY TELL US ABOUT THE PERCEIVED LEVEL OF 

INVESTMENT RISK AND THE RETURN REQUIREMENTS OF 

INVESTORS?   
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A. From an equity investor’s perspective, increased volatility represents increased 

investment risk.  Since investors require higher returns as compensation for taking on 

higher levels of risk, periods of marked increases in price and return volatility also are 

periods of increased return requirements.  It is clear that market volatility increased 

dramatically during the economic and financial crisis, and remains high relative to 

historical averages.  To that point, the Chicago Board Options Exchange Volatility 

Index (the “VIX”), which is a widely recognized measure of market volatility, 

provides important insight to investors’ view of expected volatility and, therefore, 

their return requirements.   

 

The average level of the VIX since its inception in 1990 has been 20.30, implying an 

average expected volatility of 20.30 percent.  During the height of the economic and 

credit crisis, however, the VIX index exceeded 80.00, and the VXV (the three-month 

volatility index) approached 70.00, which demonstrates the extreme risk aversion that 

gripped market participants.  The anticipated market price for the VIX in August 

2010, as indicated by the average of recent settlement prices of futures contracts 

associated with the VIX index, is 25.01.14  Investors require additional returns to take 

on additional risks - volatility being the primary financial risk faced by equity 

investors.  The elevated level of the VIX indicates a heightened level of volatility.  
 

14  See Exhibit No.___ (RBH-2).  
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Consequently, investors’ return requirements would be expected to be higher in order 

to compensate them for the risks and uncertainty associated with elevated market 

volatility.   
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Q. HOW HAVE OTHER UTILITIES RESPONDED TO THESE FINANCIAL 

MARKET CONDITIONS?  

A. In general, utilities have responded by adjusting their financing strategies and 

optimizing the financial liquidity derived from internal operations.  In addition, 

utilities are continuing to focus on strengthening their balance sheets, maintaining 

liquidity, and searching for additional sources of capital.  In order to do so, they have 

placed a high priority on managing internal cash flows, containing both operating and 

capital costs, and allocating capital to jurisdictions and operations with higher 

expected returns.  Recently, there have been several announcements by utilities 

regarding planned reductions in capital expenditures and dividends.  Three companies 

cut dividends in 2009 (Ameren Corporation, Constellation Energy Group, Inc., and 

Great Plains Energy, Inc.).  In contrast, only one other electric utility cut its dividend 

in the years from 2004 through 2009.15  Due to the magnitude of the dividend cuts 

conducted by those three companies, the dividend growth rate for the utility sector 

was negative in 2009.16   

Q.  WHAT CONCLUSIONS DO YOU DRAW FROM THESE ANALYSES?  

A. First, it is important to recognize that the assessment of market conditions must be 

made in the context of multiple indices since any single measure may provide 

 
15  Serzan, Tom and Geetha Ramachandran, Electric Utility Dividend Changes: 2000-2009, SNL 

Financial, 7 Jan 2007. 
16  Ibid. 
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incomplete or misleading conclusions.  It would be inappropriate, for example, to 

view the current level of Treasury yields as indicative of a lower cost of capital when 

the persistently high credit spreads between A and Baa rated utility bonds suggest risk 

aversion and an increased cost for higher risk investments.  Moreover, in light of the 

recent capital market dislocation, it is extremely important to assess the 

reasonableness of financial model results in the context of observable market data.  

To the extent that certain estimates are incompatible with such benchmarks, or 

inconsistent with basic financial principles, it is appropriate to consider whether 

alternative estimation techniques are likely to provide more meaningful and reliable 

results. 
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V. PROXY GROUP SELECTION 

Q. PLEASE EXPLAIN WHY YOU HAVE USED A GROUP OF PROXY 

COMPANIES TO DETERMINE THE COST OF EQUITY FOR SOUTH 

CAROLINA ELECTRIC & GAS COMPANY. 

A. First, it is important to bear in mind that the Cost of Equity for a given enterprise 

depends on the risks attendant to the business in which the company is engaged.  

According to financial theory, the aggregate risk of a given company is equal to the 

market value weighted average of the constituent business units.  In this proceeding, 

we are focused on estimating the Cost of Equity for South Carolina Electric & Gas 

Company, which is an operating subsidiary of SCANA Corporation.  Since the ROE 

is a market-based concept and SCE&G is not a publicly traded entity, it is necessary 

to establish a group of companies that are both publicly traded and comparable to the 
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Company in certain fundamental business and financial respects to serve as its 

“proxy” in the ROE estimation process. 
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Even if SCE&G were a publicly traded entity, it is possible that transitory events 

could bias its market value in one way or another over a given period of time.  A 

significant benefit of using a proxy group, therefore, is that it serves to moderate the 

effects of anomalous events that may be associated with any one company.  The 

proxy companies used in my analyses all possess a set of operating and risk 

characteristics that are substantially comparable to the Company, and thus provide a 

reasonable basis for the derivation and assessment of ROE estimates. 

 

The importance of selecting a proxy group that is similar in overall financial and 

business risk to the subject company was endorsed by the United States Court of 

Appeals for the District of Columbia (the “Court of Appeals”) in the Petal Gas 

Storage decision.  The Court of Appeals acknowledged that the goal of a proxy group 

is to rely on companies that are of similar risk to the subject company for the 

determination of Cost of Equity: 

That proxy group arrangements must be risk-appropriate is the 
common theme in each argument.  The principle is well-established.  
See Hope Natural Gas Co., 320 U.S. at 603 (“[T]he return to the equity 
owner should be commensurate with returns on investments in other 
enterprises having corresponding risks.”); CAPP I, 254 F.3d at 293 
(“[A] utility must offer a risk-adjusted expected rate of return 
sufficient to attract investors.”).  The principle captures what proxy 
groups do, namely, provide market-determined stock and dividend 
figures from public companies comparable to a target company for 
which those figures are unavailable.  CAPP I, 254 F.3d at 293–94.  
Market determined stock figures reflect a company’s risk level and, 
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when combined with dividend values, permit calculation of the “risk-
adjusted expected rate of return sufficient to attract investors.”
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17 
*** 

What matters is that the overall proxy group arrangement makes sense 
in terms of relative risk and, even more importantly, in terms of the 
statutory command to set “just and reasonable” rates, 15 U.S.C. § 
717c, that are “commensurate with returns on investments in other 
enterprises having corresponding risks” and “sufficient to assure 
confidence in the financial integrity of the enterprise . . . [and] 
maintain its credit and . . . attract capital,” Hope Natural Gas Co., 320 
U.S. at 603.18 

 

Thus, regulatory commissions and analysts alike recognize the importance of 

developing a proxy group that adequately represents the ongoing risks and prospects 

of the subject company.  

 

Q. DOES THE RIGOROUS SELECTION OF A PROXY GROUP SUGGEST 

THAT ANALYTICAL RESULTS WILL BE TIGHTLY CLUSTERED 

AROUND AVERAGE (I.E., MEAN) RESULTS? 

A. Not necessarily.  The DCF approach is based on the theory that a stock’s current price 

represents the present value of its future expected cash flows.  The Constant Growth 

form of the DCF model is defined as the sum of the expected dividend yield and 

projected long-term growth.  Notwithstanding the care taken to ensure risk 

comparability, market expectations with respect to future risks and growth 

opportunities will vary from company to company.  Therefore, even within a group of 

similarly situated companies, it is common for analytical results to reflect a seemingly 

wide range.  At issue, then, is how to select an ROE estimate in the context of that 

 
17   Petal Gas Storage v. FERC, 496 F.3d 695, 699 (D.C. Cir. 2007), at 5. 
18  Ibid., at 7. 
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range.  That determination necessarily must be based on the informed judgment and 

experience of the analyst. 
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Q. PLEASE PROVIDE A SUMMARY PROFILE OF SOUTH CAROLINA 

ELECTRIC & GAS COMPANY. 

A. South Carolina Electric & Gas Company provides electric generation, transmission 

and distribution services in central, southern and southwestern portions of South 

Carolina to approximately 654,000 retail customers.  SCANA’s current S&P issuer 

credit rating is BBB+ (outlook: Stable)19 and Baa2 (outlook: Negative) by Moody’s 

Investors Service (“Moody’s”).20  South Carolina Electric & Gas Company currently 

is rated BBB+ by S&P and Baa1 by Moody’s.21  As discussed further in Section VII, 

Moody’s, S&P, and FitchRatings (“Fitch”) all recently downgraded SCANA and its 

subsidiaries.  Table 3 provides summary financial and operating statistics for South 

Carolina Electric & Gas Company for the most recent three years.  

 
19  Standard & Poor’s Ratings Direct, SCANA Corp., April 22, 2009, at 4. 
20  Moody’s Investor Services, Global Credit Research, Rating Action, SCANA Corp., July 14, 2009.  
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Table 3:  South Carolina Electric & Gas Company 1 

2  Operating and Financial Results 2006 to 200822 

$ IN THOUSANDS 2006 2007 2008 
Operating Margin $897,660 $909,388 $973,188 

Utility Operating Income $332,903 $330,431 $363,663 

Net Property, Plant and Equipment23 $4,870,244 $5,236,448 $5,593,428 

Average Electric Sales Customers  616,650 633,587 646,537 

Total Sales of Electricity (MWh) 24,538,372 24,888,263 24,286,576 
Utility Property Additions and 

Construction Expenditures24 409,000 613,000 739,000 
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Q. HOW DID YOU SELECT THE COMPANIES INCLUDED IN YOUR PROXY 

GROUP? 

A. With the objective of selecting a proxy group that is highly representative of the risks 

and prospects faced by SCE&G, I used the following criteria: 

• I began with the universe of companies that Value Line classifies as Electric 

Utilities, which includes a group of 54 domestic U.S. utilities; 

• I excluded companies that do not pay consistent quarterly cash dividends; 

• I selected companies that are covered by at least two utility industry equity 

analysts; 

• I selected companies that have senior bond and/or corporate ratings of BBB to 

AA; 

 
22  Company FERC Form 1 reports for years 2008, 2007, and 2006, except as noted.  2009 data was not 

available at time of filing. 
23  Numbers exclude Construction Work in Progress (“CWIP”). 
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December 31, 2009, at 101.   



 

• I selected proxy companies that are vertically integrated utilities (i.e., utilities 

that own and operate regulated generating assets); 
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• I excluded companies whose regulated revenues and net income in 2007, 2008 

and 2009 comprised less than 60.00 percent of the respective totals for the 

company; 

• I excluded companies whose regulated electric revenues and operating income 

in 2007, 2008 and 2009 represented less than 90.00 percent of total regulated 

revenues and operating income; 

• I excluded companies whose coal-fired generation constituted less than 10.00 

percent of the generation resource portfolio; and 

• Finally, I eliminated any companies that are currently known to be party to a 

merger, or other significant transaction. 

 

Q. DID YOU INCLUDE SCANA IN YOUR ANALYSIS? 

A. No, I did not.  Because SCANA has significant natural gas utility and transmission 

operations, it would not meet my electric utility revenue and operating income 

screens.  In any event, in order to avoid the circular logic that otherwise would occur, 

it is my practice to exclude the subject company from the proxy group.  
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Q. WHY IS IT IMPORTANT TO CONSIDER ONLY COMPANIES WHOSE 

RESOURCE PORTFOLIOS INCLUDE COAL-FIRED GENERATING 

ASSETS? 
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A. South Carolina Electric & Gas Company’s operations are heavily dependent on coal-

fired generation (nearly 60.00 percent of the Company’s generation).25  In general, 

capital-intensive baseload generation assets such as coal-fired plants face risks 

associated with capital recovery in the event of market structure changes or plant 

failure, or replacement cost recovery in the event of extended or unplanned outages.  

In addition, coal-fired assets may require significant increases in capital requirements 

to comply with changes in environmental policies.  This is particularly relevant in 

light of the potential for regulation of carbon emissions by the United States 

Environmental Protection Agency (“EPA”).  On December 7, 2009 the EPA 

classified carbon dioxide as a danger to public health in an “endangerment finding” 

under the Clean Air Act, creating the potential for additional litigation and regulatory 

uncertainty. 

 

More recently, on January 27, 2009 the Securities and Exchange Commission voted 

to provide companies with “interpretive guidance” regarding disclosure requirements 

as they relate to the issue of climate change.  More specifically, the SEC’s guidance 

provides examples of areas in which issues may “trigger” disclosure requirements as 

they relate to climate change.  Among those areas are: (1) Impact of Legislation and 
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Regulation; and (2) Indirect Consequences of Regulation or Business Trends.  

Regarding the former, the SEC noted that:  
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[w]hen assessing potential disclosure obligations, a company should 
consider whether the impact of certain existing laws and regulations 
regarding climate change is material.  In certain circumstances, a 
company should also evaluate the potential impact of pending 
legislation and regulation related to this topic.  26    

 

With respect to Indirect Consequences, the SEC noted that:  

[l]egal, technological, political and scientific developments regarding 
climate change may create new opportunities or risks for companies.  
For instance, a company may face decreased demand for goods that 
produce significant greenhouse gas emissions or increased demand for 
goods that result in lower emissions than competing products.  As 
such, a company should consider, for disclosure purposes, the actual or 
potential indirect consequences it may face due to climate change 
related regulatory or business trends.27 

 

As a result of the increased likelihood of carbon emissions regulation, investors see 

coal generation as taking on even greater risk.  Otter Tail Power Company (“Otter 

Tail Power”) withdrew as a participating utility and lead developer in the Big Stone II 

project.  Explaining the decision to withdraw from the project, Otter Tail Power 

Company President and CEO Chuck MacFarlane noted “a high level of uncertainty 

associated with proposed federal climate legislation and existing federal 

environmental regulation have resulted in challenging credit and equity markets.”28  

Subsequent to Otter Tail Power’s withdrawal from the project, the entire plant was 

cancelled.  The South Carolina Public Service Authority (“Santee Cooper”) also 

 
26  Securities and Exchange Commission, SEC Issues Interpretive Guidance on Disclosure Related to 

Business or Legal Developments Regarding Climate Change, Release 2010-15, January 27, 2010. 
27  Ibid. 
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stopped development of the Pee Dee coal plant in 2009.  O.L. Thompson, Chairman 

of Santee Cooper, cited looming federal carbon legislation as a factor in the decision 

stating that “proposed federal government regulations would significantly increase 

the operating costs of coal-fired power plants.”
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29  

 

The Sierra Club has noted that in 2009, no new coal plants began construction in the 

United States, stating that “[i]n 2009, twenty-six coal-fired power plants…were 

defeated or abandoned.”30  Similarly, in a recent article in the Wall Street Journal, the 

Edison Electric Institute (“EEI”) noted that there have been 43 coal plants cancelled 

or deferred since 2008.31 

 

Given the increasing regulatory and legislative focus on, and the costs associated with 

environmental compliance for companies such as South Carolina Electric & Gas 

Company that are dependent on coal-fired generation, it is important to exclude 

companies that do not have a meaningful amount of coal-fired generation in their 

resource portfolio. 

 

Q. HOW MANY COMPANIES MET YOUR SCREENING CRITERIA? 

A. The criteria discussed above resulted in a proxy group of the following eight 

companies: 

 
29  Santee Cooper drops plan for Pee Dee coal plant, SNL, August 24, 2009. 
30  No New Coal Plants Started in 2009; Year End State of Coal, Sierra Club Press Release, December 21, 

2009. 
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Table 4: Initial Screening Results 1 

Company Ticker 
American Electric Power AEP 

Cleco Corp. CNL 

DPL, Inc. DPL 
IDACORP, Inc.  IDA 
Northeast Utilities NU 
Portland General POR 
Progress Energy PGN 

Southern Company SO 

 2 
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Q. IS THIS YOUR FINAL PROXY GROUP? 

A. No, it is not.  Duke Energy Corp. (“Duke”) failed to meet one screening criterion, the 

percentage of revenue and net income derived from utility operations, but only by a 

small margin.32  Given Duke’s comparability to SCE&G in other important respects, 

including the fact that it also is subject to the Commission’s jurisdiction, I have 

included Duke in my final proxy group.  That group, then, includes the following nine 

companies: 

 
32  Duke failed to pass that criterion by approximately 1.11 percent. 
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Table 5: Final Proxy Group 1 

Company Ticker 
American Electric Power AEP 

Cleco Corp CNL 

DPL, Inc. DPL 
Duke Energy Corp. DUK 
IDACORP, Inc.  IDA 
Northeast Utilities NU 
Portland General POR 
Progress Energy PGN 

Southern Company SO 
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Q. DO YOU BELIEVE THAT A TOTAL OF NINE COMPANIES CONSTITUES 

A SUFFICIENTLY LARGE PROXY GROUP? 

A. Yes, I do.  The analyses performed in estimating the ROE are more likely to be 

representative of the subject utility’s Cost of Equity to the extent that the chosen 

proxy companies are fundamentally comparable to the subject utility.  Because all 

analysts use some form of screening process to arrive at a proxy group, the group, by 

definition, is not randomly drawn from a larger population.  Consequently, there is no 

reason to place more reliance on the quantitative results of a larger proxy group 

simply by virtue of the resulting larger number of observations. 

 

Moreover, because I am using market-based data, my analytical results will not 

necessarily be tightly clustered around a central point.  Results that may be somewhat 

dispersed, however, do not suggest that the screening approach is inappropriate or the 

results less meaningful.  Further, including companies whose fundamental 

comparability is tenuous at best, simply for the purpose of expanding the number of 
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observations does not add relevant information to the analysis.  To that point, the 

New Hampshire Public Utility Commission recognized that comparability is more 

important than the size of the proxy group: 
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[T]he DCF is an economic theory for which a more comparable 
sample, rather than a larger sample, produces results that are more 
likely to be representative of the subject utility.  The size of the sample 
is irrelevant when, as here, the sample is not random.33 

 

It also is important to note that this Commission acknowledged that the determination 

of the appropriate ROE is not formula based, but rather requires the application of 

expert judgment.34  Consequently, the use of a larger proxy group for the purpose of 

enhancing statistical measures of central tendency, at the cost of reduced 

comparability, provides no further analytical benefit. 

 

Q. WHY DID YOU NOT INCLUDE A SCREEN TO EXCLUDE COMPANIES 

WITH NO NUCLEAR GENERATING ASSETS? 

A. Imposing a screen for nuclear generation (similar to the coal generation screen) of 

10.00 percent would have reduced the number of proxy companies from nine to only 

three.  In my judgment, rather than including a proxy group of three companies, it is 

more appropriate to adjust my recommended return on equity based on the 

incremental risks implicit in the construction and operation of nuclear generating 

capacity.  I discuss this incremental risk further in Section VII. 

 

 
33  Re: Verizon New Hampshire, 232 P.U.R. 4th 24 (N.H. P.U.C., 2004). 
34  Docket No. 2004-178-E, Order No. 2005-2, January 6, 2005. 
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VI. COST OF EQUITY ESTIMATION 

Q. PLEASE BRIEFLY DISCUSS THE ROE IN THE CONTEXT OF THE 

REGULATED RATE OF RETURN. 
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A. Regulated utilities primarily use common stock and long-term debt to finance their 

permanent property, plant and equipment.  The rate of return (“ROR”) for a regulated 

utility is based on its weighted average cost of capital, in which the costs of the 

individual sources of capital are weighted by their respective book values.  While the 

cost of debt can be directly observed, the Cost of Equity is market-based and, 

therefore, must be estimated based on observable market information. 

 

Q. HOW IS THE REQUIRED ROE DETERMINED? 

A. The required ROE is estimated by using one or more analytical techniques that rely 

on market-based data to quantify investor expectations regarding required equity 

returns, adjusted for certain incremental costs and risks.  I then apply my informed 

judgment, based on the results of those analyses, to determine where within the range 

of results the Company’s ROE falls.  The resulting adjusted ROE serves as the 

recommended ROE for ratemaking purposes.  As a general proposition, the key 

consideration in determining the Cost of Equity is to ensure that the methodologies 

employed reasonably reflect investors’ view of the financial markets in general, and 

the subject company’s common stock in particular. 
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Q. WHAT METHODS DID YOU USE TO DETERMINE THE COMPANY’S 

ROE?  
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A. I used the DCF model as the initial approach; I then considered the results of the 

CAPM and an alternative Risk Premium approach in assessing the reasonableness of 

the DCF results and developing my ROE recommendation.   

 

Q. WHY DO YOU BELIEVE IT IS IMPORTANT TO USE MORE THAN ONE 

ANALYTICAL APPROACH? 

A. Because the Cost of Equity is not directly observable, it must be estimated based on 

both quantitative and qualitative information.  As a result, a number of models have 

been developed to estimate the Cost of Equity.  When faced with the task of 

estimating the Cost of Equity, analysts are inclined to gather and evaluate as much 

relevant data as reasonably can be analyzed.  For that reason, I use multiple 

approaches to estimate the Cost of Equity used in performing valuations in the 

context of our financial advisory and transaction practices.  As a practical matter, all 

of the models available to estimate the Cost of Equity are subject to limiting 

assumptions or other methodological constraints.  Consequently, many finance texts 

recommend using multiple approaches when estimating the Cost of Equity.  

Copeland, Koller and Murrin,35 for example, suggest using the CAPM and Arbitrage 

Pricing Theory model, while Brigham and Gapenski36 recommend the CAPM, DCF 

and “bond yield plus risk premium” approaches. 

 
35   Tom Copeland, Tim Koller and Jack Murrin, Valuation: Measuring and Managing the Value of 

Companies, 3rd ed. (New York: McKinsey & Company, Inc., 2000), at 214. 
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In essence, analysts and academics understand that ROE models simply are tools to 

be used in the ROE estimation process and that strict adherence to any single 

approach or the specific results of any single approach can lead to flawed and 

irrelevant conclusions.  That position is consistent with the Hope and Bluefield 

finding that it is the analytical result, as opposed to the methodology, that is 

controlling in arriving at ROE determinations.  Thus, a reasonable ROE estimate 

appropriately considers alternate methodologies and the reasonableness of their 

individual and collective results.  

 

The purpose of this analysis is to determine a reasonable estimate of the required 

market cost of equity. Although we cannot directly observe the Cost of Equity, we 

can observe the methods frequently used by analysts to arrive at their return 

requirements and expectations.  While investors and analysts tend to use multiple 

approaches in developing their estimate of return requirements, each methodology 

requires certain judgment with respect to the reasonableness of assumptions and the 

validity of proxies in its application. 

 

Thus, a reasonable ROE estimate appropriately considers alternate methodologies and 

the reasonableness of their individual and collective results.  At the same time, it is 

important to recognize that the recent capital market dislocation may have significant 

effects on the models’ inputs, producing anomalous or counter-intuitive results.  In 

the case of the CAPM, for example, long-term Treasury yields have only recently 
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begun to recover from extremely low levels.37  When viewed in isolation, low 

Treasury yields may be seen as a sign of low capital costs, but other data (such as 

credit spreads and expected equity market volatility) indicate otherwise.

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

                                                

38   

 

Constant Growth DCF Model 

Q. ARE DCF MODELS WIDELY USED TO DETERMINE THE ROE FOR 

REGULATED UTILITIES? 

A. Yes.  DCF models are widely used in regulatory proceedings and have sound 

theoretical bases, although neither the DCF model nor any other model can be applied 

without considerable judgment in the selection of data and the interpretation of 

results.  In its simplest form, the DCF model expresses the Cost of Equity as the sum 

of the expected dividend yield and long-term growth rate. 

 

Q. PLEASE DESCRIBE THE DCF APPROACH. 

A. The DCF approach is based on the theory that a stock’s current price represents the 

present value of all expected future cash flows.  In its most general form, the DCF 

model is expressed as follows: 

∞
∞
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37  Brown, Matthew and Theresa Barraclough, Thirty-Year Treasury Yields Near Seven-Month High 

Before Sale, Bloomberg, January 14, 2010. 
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Where P0 represents the current stock price, D1 … D∞ are all expected future 

dividends, and k is the discount rate, or required ROE.  Equation [1] is a standard 

present value calculation that can be simplified and rearranged into the familiar form: 
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  [2] 

Equation [2] is often referred to as the “Constant Growth DCF” model in which the 

first term is the expected dividend yield and the second term is the expected long-

term growth rate.   

 

Q. WHAT ASSUMPTIONS ARE REQUIRED FOR THE DCF MODEL? 

A. The DCF model requires the following assumptions: (1) a constant average growth 

rate for earnings and dividends; (2) a stable dividend payout ratio; (3) a constant 

price-to-earnings multiple; and (4) a discount rate greater than the expected growth 

rate.  To the extent that any of these assumptions are violated, considered judgment 

and/or specific adjustments should be applied to the results. 

 

Dividend Yield for the DCF Model 

Q. WHAT MARKET DATA DID YOU USE TO CALCULATE THE DIVIDEND 

YIELD IN YOUR DCF MODEL? 

A. The dividend yield in my DCF model is based on the proxy companies’ current 

annual dividend and average closing stock prices over the 30, 90, and 180-trading 

days ended February 26, 2010. 
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Q. WHY DID YOU USE 30-DAY, 90-DAY, AND 180 DAY AVERAGING 

PERIODS? 
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A. I believe it is important to use an average of recent trading days to calculate the term 

P0 in the DCF model to ensure that the calculated ROE is not skewed by anomalous 

events that may affect stock prices on any given trading day.  In that regard, the 

averaging period should be reasonably representative of expected capital market 

conditions over the long term.  At the same time, it is important to reflect the 

extraordinary conditions that have defined the financial markets over the recent past.  

In my view, the use of the 30, 90 and 180-day averaging periods reasonably balances 

those concerns.   

 

Q. PUTTING ASIDE THE ISSUE OF THE AVERAGING PERIOD, DID YOU 

MAKE ANY ADJUSTMENTS TO THE DIVIDEND YIELD TO ACCOUNT 

FOR PERIODIC GROWTH IN DIVIDENDS? 

A. Yes.  Since utility companies tend to increase their quarterly dividends at different 

times throughout the year, it is reasonable to assume that dividend increases will be 

evenly distributed over calendar quarters.  Given that issue of dividend payment 

timing, it is reasonable to apply one-half of the expected annual dividend growth for 

purposes of calculating the expected dividend yield component of the DCF model.  

This adjustment ensures that the expected dividend yield is, on average, 

representative of the coming twelve-month period, and does not overstate the 

aggregated dividends to be paid during that time.  Accordingly, the DCF estimates 
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provided in Exhibit No.___(RBH-1) reflect one-half of the expected growth in the 

dividend yield component of the model.  
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Growth Rates for the DCF Model 

Q. IS IT IMPORTANT TO SELECT APPROPRIATE MEASURES OF LONG-

TERM GROWTH IN APPLYING THE DCF MODEL? 

A. Yes.  In its constant growth form, the DCF model (i.e., Equation [2]) assumes a single 

growth estimate in perpetuity.  Accordingly, in order to reduce the long-term growth 

rate to a single measure, one must assume a constant payout ratio, and that earnings 

per share, dividends per share and book value per share all grow at the same constant 

rate.  Over the long run, however, dividend growth can only be sustained by earnings 

growth.  Consequently, it is important to incorporate a variety of measures of long-

term earnings growth into the constant growth DCF model.  This can be 

accomplished by averaging those measures of long-term growth that tend to be least 

influenced by capital allocation decisions that companies may make in response to 

near-term changes in the business environment.  Since such decisions may directly 

affect near-term dividend payout ratios, estimates of earnings growth are more 

indicative of long-term investor expectations than are dividend growth estimates.  

Therefore, for the purposes of the Constant Growth form of the DCF model, growth 

in earnings per share (“EPS”) represents the appropriate measure of long-term 

growth.   

 

DOCKET NO. 2009-489-E 
ROBERT B. HEVERT 

Page 36 of 70 



 

Results for Constant Growth DCF Model 1 
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Q. PLEASE SUMMARIZE YOUR INPUTS TO THE CONSTANT GROWTH 

DCF MODEL. 

A. I applied the DCF model to the proxy group of nine integrated electric utility 

companies using the following inputs for the price and dividend terms: 

1. The average daily closing prices for the 30-trading days, 90-trading days, and 

180-trading days ended February 26, 2010 for the term P0; and 

2. The annualized dividend per share as of February 26, 2010 for the term D0. 

 

I then calculated the DCF results using each of the following growth terms: 

1. The Zacks consensus long-term earnings growth estimates; 

2. The First Call consensus long-term earnings growth estimates; and 

3. The Value Line earnings growth estimates. 

 

Q. HOW DID YOU CALCULATE THE HIGH AND LOW DCF RESULTS? 

A. I calculated the mean high DCF result using the maximum growth rate (i.e., the 

maximum of the Value Line, Zack’s, and First Call EPS growth rates) in combination 

with the dividend yield for each of the proxy group companies.  Thus, the mean high 

result reflects the average maximum DCF result for the proxy group.  I used a similar 

approach to calculate the mean low results, using the minimum growth rate for each 

proxy group company.  This approach is consistent with previous Commission orders 

which have found the earnings growth DCF model, based on analysts’ growth rates 
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from consensus earnings forecast services, to be the most reliable.39  The 

Commission has previously accepted testimony which has relied on estimates 

provided by Zacks, Value Line, Yahoo/Thomson, Schwab, I/B/E/S and First Call.
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Those sources are highly consistent with the sources of long-term earnings growth 

estimates used in my DCF analyses. 

 

Q. WHAT ARE THE RESULTS OF YOUR DCF ANALYSIS?   

A. As noted in Table 6 (below), (see also, Exhibit No.___(RBH-1)) the unadjusted mean 

DCF results for my proxy group are 10.59 percent, 10.60 percent, and 10.77 percent 

for the 30, 90, and 180-trading day periods, respectively.  The mean high DCF result 

for the 30, 90, and 180-day averaging periods are 11.56 percent, 11.57 percent, and 

11.73 percent respectively.   

Table 6: Mean DCF Results 

 Mean Low Mean Mean High 
30-Day Average 9.82% 10.59% 11.56% 
90-Day Average 9.83% 10.60% 11.57% 
180-Day Average 9.99% 10.77% 11.73% 
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Q. DID YOU UNDERTAKE ANY ADDITIONAL ANALYSES TO SUPPORT 

YOUR DCF MODEL RESULTS?  

A. Yes.  As noted earlier, I also used the CAPM and the Risk Premium approach as a 

means of assessing the reasonableness of my DCF results. 

 
39  Public Service Commission of South Carolina, Docket No. 2002-223-E, Order No. 2003-38, January 

31, 2003, at 63-65.   
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CAPM Analysis  

Q. PLEASE BRIEFLY DESCRIBE THE GENERAL FORM OF THE CAPITAL 

ASSET PRICING MODEL. 

A. The CAPM is a risk premium approach that estimates the cost of equity for a given 

security as a function of a risk-free return plus a risk premium (to compensate 

investors for the non-diversifiable or “systematic” risk of that security).  As shown in 

Equation [3], the CAPM is defined by four components, each of which theoretically 

must be a forward-looking estimate: 

 Ke = rf + β(rm – rf)  [3] 

where: 

 Ke = the required market ROE; 

 β = Beta of an individual security; 

 rf = the risk free rate of return; and 

 rm = the required return on the market as a whole. 

 

In this specification, the term (rm – rf) represents the market risk premium.  According 

to the theory underlying the CAPM, since unsystematic risk can be diversified away, 

investors should be concerned only with systematic or non-diversifiable risk.  Non-

diversifiable risk is measured by Beta, which is defined as: 

β =   [4] 
)(

),(

m

me

rVariance
rrCovariance
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The variance of the market return, noted in Equation [4], is a measure of the 

uncertainty of the general market, and the covariance between the return on a specific 

security and the market reflects the extent to which the return on that security will 

respond to a given change in the market return.  Thus, Beta represents the risk of the 

security relative to the market. 
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Q. WHAT ASSUMPTIONS DID YOU USE IN YOUR CAPM MODEL? 

A. Since both the DCF and CAPM models assume long-term investment horizons, I used 

the 30-day average yield on 30-year Treasury Bonds and the projected 30-year 

Treasury yield as my estimate of the risk-free rate.  I incorporated expected (ex-ante) 

measures of the Market Risk Premium.   

 

My first ex-ante estimate is based on the expected return on the S&P 500 Index, less 

the current 30-year Treasury bond yield.  The expected return on the S&P 500 is 

calculated using the constant growth DCF model discussed earlier in my testimony 

for the companies in the S&P 500 index for which long-term earnings projections are 

available (the companies with such projections represent 92.32 percent of the index 

market capitalization).   

 

The second ex-ante approach assumes a constant Sharpe Ratio, which is the ratio of 

the Risk Premium relative to the risk, or standard deviation of a given security or 

index of securities.  As shown in Exhibit No.___ (RBH-2), the constant Sharpe Ratio 

is the ratio of historical risk premium of 6.70 percent and the historical market 
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volatility of 20.40 percent.41  The expected Risk Premium is then calculated as the 

product of the Sharpe Ratio and the expected market volatility.  For the purpose of 

that calculation, I used the thirty day average of the three month volatility index (i.e., 

the VXV) discussed earlier in my testimony and the same thirty day average of 

settlement prices of futures contracts for the VIX for June through August 2010. 
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With respect to Beta, I considered two methods of calculation.  My first approach 

simply used the average reported Beta from Bloomberg and Value Line for the proxy 

group companies.  While both of those services adjust their calculated (or “raw”) 

Betas to reflect the tendency of Beta to regress to the market mean of 1.00, Value 

Line calculates Beta over a five year period, while Bloomberg’s calculation is based 

on two years of data.  As discussed below, however, current market conditions are 

such that the volatility of the proxy group stock prices has been increasing relative to 

the broad market.  Consequently, Betas calculated over a more recent time period 

provide a more current view as to investors’ perspectives with respect to “systematic” 

risk. 

 

Q. PLEASE DESCRIBE HOW YOU CALCULATED THE MEAN ADJUSTED 

BETA FOR YOUR PROXY GROUP. 

A. As noted in Equation [4], Beta is calculated as the ratio of the covariance between the 

individual security returns and the market returns, to the variance of the market 

returns.  To arrive at a single estimate of Beta for the proxy group, I first calculated 
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Ibbotson Stocks, Bonds, Bills and Inflation, Valuation Yearbook, Large Company Stocks: Total 
Returns Table B-1, at 166-167, and Stocks, Bonds, Bills, and Inflation, December 2009, Table 3, at 9.  



 

the covariance between the weekly returns for each of the nine companies in the 

group and the weekly returns for the S&P 500 for the most recent six-month period.  

The average of those nine covariances for a given date produces the numerator of the 

Beta calculation for the proxy group.  As noted above, the denominator in the 

calculation is the variance of weekly returns for the S&P 500.
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42  As shown in Exhibit 

No.___ (RBH-3), this methodology results in a proxy group mean raw Beta of 0.611.  

Adjusting the raw Beta for the tendency to regress toward the market Beta of 1.0 

results in an adjusted Beta of 0.741.  

 

Q. HOW AND WHY DID YOU ADJUST THE RAW BETA? 

A. I adjusted my raw Beta consistent with the methodology used by Bloomberg.  That 

approach multiplies the raw Beta by 0.67, and adds 0.33 to that product.  The purpose 

of such adjustments is to reflect the results of substantial academic research indicating 

that over time raw Beta tends to regress to the market mean of 1.00.43 

 

Q. PLEASE EXPLAIN WHY YOU RELIED ON A SIX-MONTH ESTIMATE OF 

THE PROXY GROUP MEAN ADJUSTED BETA. 

A. As noted earlier, Beta estimates reported by Value Line and Bloomberg calculate the 

Beta for each company over historical periods of 60 and 24 months, respectively.  

During the recent financial market dislocation, the relationship between the returns of 

 
42  It is worthwhile noting that averaging eight individual betas for each of the proxy group companies 

would produce the same result as first averaging the eight covariances and then dividing by the 
variance of the S&P 500’s weekly returns. 
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the proxy group companies and the S&P 500 was considerably different than has 

been experienced in the current market environment.  In order to develop a cost of 

equity estimate that does not reflect an anomalous historical period, it is reasonable to 

rely on a near-term calculation of Beta to reflect the current relationship between the 

proxy group companies and the S&P 500.  Given that Bloomberg uses a two-year 

calculation period, I based my analysis on a six-month calculation period.  Chart 1 

(below) illustrates the relationship between the covariance of average weekly returns 

for the proxy group and the variance in the returns of the S&P 500, the two 

components of the Beta calculation.   
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Chart 1: Proxy Group Average Covariance and S&P 500 Variance 

(Rolling six month calculation) 
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Chart 1 demonstrates that since January 2009, the difference between the average 

covariance for the proxy group weekly returns and the variance in the S&P 500 

weekly returns, calculated on a rolling six-month basis, has narrowed significantly.  

Since Beta is the ratio of the covariance (the bottom line) to the variance (the top 
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line), that increasingly small difference, as the ratio approaches 1.00, indicates that 

the proxy company stock prices have become increasingly volatile relative to the 

broad market.  Consequently, over the past several months, the proxy group average 

Beta has been steadily increasing.  
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Q. IS YOUR CALCULATED BETA OF 0.741 CONSISTENT WITH LEVELS 

THAT WERE OBSERVED PRIOR TO THE FINANCIAL MARKET CRISIS? 

A. Prior to the financial market crisis, the average Beta for my proxy group companies, 

as reported by Value Line was considerably higher than what I have calculated using 

the most recent six months of market data.  For example, in September 2007, one year 

prior to the Lehman Brothers bankruptcy filing, the average Beta for my proxy group 

was 1.00.  In March 2008, the Beta for this group was 0.83 and in June 2008 it was 

also 0.83.  Based on those historical measures, it is my view that the six-month 

average Beta of 0.741 is conservative.  

 

Q. HOW DID YOU APPLY YOUR MODIFIED CAPM? 

A. I relied on the projected risk premium and near-term Beta to calculate the CAPM 

model using both near and long-term projections of the 30-year Treasury bond yield 

as the risk free rate.  As noted in Exhibit No.___ (RBH-2), the use of a projected 

market risk premium and risk free rates produces a range of results that substantially 

overlaps the range of results produced by the other calculation methodologies.   
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Q. WHAT ARE THE RESULTS OF YOUR CAPM ANALYSES? 1 

2 

3 

4 

5 
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A. As shown in Table 7 (below), (see also, Exhibit No.___ (RBH-2), the results of my 

modified CAPM analysis, using the current Beta estimate suggest a mean ROE of 

10.99 percent based on a range of returns from 10.23 percent to 11.75 percent.  

Relying on an average of the Value Line and Bloomberg estimates of Beta over a 

five-year and two-year historical period respectively, the results of my modified 

CAPM analysis suggest a mean return of 10.52 percent based on a range of returns of 

9.79 percent and 11.25 percent.  

Table 7: Market-Based CAPM Results 

 
Near Term Projected 30-
Year Treasury (4.88%) 

Long Term Projected 30-
Year Treasury (5.75%) 

Current Calculated Beta 
Sharpe Ratio Derived 
Market Risk Premium 10.90% 11.75% 

Ex-Ante Approach 
Derived Market Risk 
Premium 

10.23% 11.08% 

Average Historical Beta 
Sharpe Ratio Derived 
Market Risk Premium 10.40% 11.25% 

Ex-Ante Approach 
Derived Market Risk 
Premium 

9.79% 10.64% 

 10 
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Q. DOES YOUR RECOMMENDATION SUBSTANTIALLY RELY ON ANY OF 

THE CAPM MODELS YOU PRESENTED IN EXHIBIT NO.___ (RBH-2)? 

A. No, it does not.  While I have calculated the CAPM using the approaches and 

assumptions discussed above, for several reasons I did not give any specific weight to 

those results.  Rather, I used the CAPM results to corroborate the DCF results 

discussed earlier.  
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Bond Yield Plus Risk Premium Analysis 

Q. PLEASE DESCRIBE THE BOND YIELD PLUS RISK PREMIUM 

APPROACH YOU EMPLOYED. 

A. In general terms, this approach is based on the fundamental principal that equity 

investors bear the residual risk associated with ownership and therefore require a 

premium over the return they would have earned as a bondholder.  That is, since 

returns to equity holders are more risky than returns to bondholders, equity investors 

must be compensated to bear that risk.  Risk premium approaches, therefore, estimate 

the cost of equity as the sum of the equity risk premium and the yield on a particular 

class of bonds.  As noted in my discussion of the CAPM, since the equity risk 

premium is not directly observable, it typically is estimated using a variety of 

approaches some of which incorporate an ex-ante, or forward-looking estimate of the 

cost of equity, and others that consider historical or ex-post estimates of the cost of 

equity for the Company.  An alternative approach is to use actual authorized returns 

for electric utilities as the historical measure of the cost of equity to determine the 

Risk Premium.  

  

Q. WHAT DID YOUR BOND YIELD PLUS RISK PREMIUM ANALYSIS 

REVEAL? 

A. As shown on Chart 2, from 1992 through 2009, there was, in fact, a strong negative 

relationship between risk premia and interest rates.  To estimate that relationship, I 

conducted a regression analysis using the following equation: 
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where: 

 RP = Risk Premium (difference between allowed ROEs and the yield on 30-

 year Treasuries) 

 a = Intercept term 

 b = Slope term 

 M = 30-year Treasury yield  

 

Data regarding allowed ROEs was derived from 428 rate cases from 1992 through 

March 4, 2010 as reported by Regulatory Research Associates.  This equation’s 

coefficients were statistically significant at the 99.00 percent level.44  

Chart 2: Risk Premium vs. Interest Rates  
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As shown on Exhibit No.___ (RBH-4), from 1992 through February 5, 2010 the 

average risk premium was approximately 5.42 percent, while the projected 30-year 
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44  In order to ensure that the regression coefficients were not biased as a result of serially correlated error 
terms, the equation presented in Exhibit No.___(RBH-4) was estimated using the Prais-Winsten 
corrective routine.  That equation continues to produce a negative slope coefficient and an ROE 
estimate of approximately 10.67 percent.  



 

Treasury yield for 2009-2011 is approximately 4.90 percent.  Based on the regression 

coefficients, however, the risk premium would be 5.88 percent, resulting in an ROE 

of 10.78 percent.  As shown in Exhibit No.___ (RBH-4), projected yields of the 30-

year Treasury yield, the ROE would range from 10.78 percent to 11.11 percent.  It is 

important to note, however, that this estimate does not include the effect of the 

Company’s specific risk factors, as discussed in the following section of my Direct 

Testimony. 
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VII. BUSINESS RISKS 

Q. WITHOUT MODIFICATIONS, DO THE AVERAGE DCF AND CAPM 

RESULTS FOR THE PROXY GROUP PROVIDE AN APPROPRIATE 

ESTIMATE OF THE COST OF EQUITY FOR SCE&G?  

A. No, the mean results do not necessarily provide an appropriate estimate of the 

Company’s Cost of Equity.  In my view, there are several additional factors that must 

be taken into consideration when determining where the Company’s Cost of Equity 

falls within the range of results.  These factors include the Company’s planned capital 

investment program, the Company’s investment in new nuclear generation facilities, 

the Company’s comparatively small size, and the costs associated with the flotation 

of common stock.  These risk factors, which are discussed below, should be 

considered in terms of their overall effect on the Company’s business risk. 
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Capital Expenditures 1 
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Q. PLEASE SUMMARIZE THE COMPANY’S CAPITAL EXPENDITURE 

PLANS. 

A. As shown in Table 8 (below), the Company is planning approximately $3.29 billion 

in capital expenditures from 2010 through 2012.  In 2010 alone, SCE&G plans to 

invest over $940 million in regulated capital projects, of which approximately $866 

million is dedicated to the Company’s electric operations.  

Table 8: SCE&G Capital Expenditure Estimate45 

Estimated Capital Expenditures 

 (Millions of dollars)   2010   2011    2012 
Electric Plant:                 

Generation (including 
GENCO)   $ 567   $ 666    $ 948 
Transmission     49     48       59 
Distribution     142     154       184 
Other     31     21       32 
Nuclear Fuel     77     6       85 

Gas     49     55       59 
Common and Other     25   18       10 
Total   $ 940   $ 968 $ 1,377 
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Included in the Company’s estimated generation capital expenditures are 

expenditures for GENCO, the regulated subsidiary that owns the Williams coal-fired 

power plant and sells electricity exclusively to SCE&G.46   

 

As noted in the Company’s Application in this case, the Company has invested 

$634.30 million in environmental capital expenditures, including two flue gas 

 
45  SCANA Corp, Annual Report (SEC Form 10-K), 31 Dec 2009, at 37. 
46  Ibid., at 81. 

DOCKET NO. 2009-489-E 
ROBERT B. HEVERT 

Page 49 of 70 



 

desulphurization units and selective catalytic reduction at several of the Company’s 

generating facilities since the its last general rate case.  Additionally, the Company 

has constructed a new back-up dam at one of its hydro generating facilities, 

encompassing approximately $328.60 million in additional capital spending.
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47  As 

discussed in more detail below, of the generation portion of expected capital 

expenditures, a large portion is to be dedicated to the construction of two new nuclear 

generating facilities.  The expected cash outlays for SCE&G associated with those 

units are provided in Table 9.  

Table 9: SCE&G Nuclear Construction Capital Expenditure Estimate48 

Estimated Cash Outlays For Nuclear Construction (in $millions) 

 2009    2010   2011   2012   2013  
 After   
2013  Total   

 Plant Costs    $ 463   $ 468   $ 586   $ 852   $ 897  $2,700  $5,966 
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Q. DO CREDIT RATING AGENCIES RECOGNIZE RISKS ASSOCIATED 

WITH INCREASED CAPITAL EXPENDITURES? 

A. Yes, they do.  From a credit perspective, the additional pressure on cash flows 

associated with high levels of capital expenditures exerts corresponding pressure on 

credit metrics and, therefore, credit ratings.  Standard and Poor’s recently noted 

several long term challenges for utilities’ financial health including: heavy 

construction programs to address demand growth; declining capacity margins; and 

aging infrastructure and regulatory responsiveness to mounting requests for rate 

increases.  S&P further noted that: 

 
47 South Carolina Electric & Gas Company, Application for Increases and Adjustments in Electric Rate 

Schedules and Tariffs, Docket No. 2009-489-E, January 15, 2010, at 2-4. 
48  SCANA Corp, Annual Report (SEC Form 10-K), 31 Dec 2009, at 38. 
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To sustain their current credit quality in the face of these long-lived 
challenges, utilities need to have established—and be able to 
maintain—a firm credit foundation.  This will require a strong and 
effective working relationship among management, regulators, and 
increasingly legislators and governors, in the planning and execution 
of strategies.  A comprehensive vetting and understanding of the risks 
associated with the regulatory mechanisms under which the utility will 
recover its investment, which could include a cash return during 
construction and timely recognition of volatile costs, will be 
paramount in preserving creditworthiness.
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Q. ARE EQUITY INVESTORS ALSO CONCERNED WITH COMPARATIVELY 

HIGH LEVELS OF CAPITAL EXPENDITURES? 

A. Yes, equity investors also recognize the pressure on cash flows associated with 

relatively high levels of capital expenditures.  Barclays Capital, for example, 

regularly conducts a survey of utility industry capital spending.  In its most recent 

survey, Barclays noted that: 

Based on our 2009 capex survey, we now anticipate that the industry 
will proceed with a pre-dividend free cash flow deficit through at least 
2013, but likely significantly longer.  We estimate over the next five 
years, the industry will spend on average 2.0x its annual depreciation 
and amortization expense growing industry rate base at an average 
annual pace of 6.3%. 

*** 
We expect that the risks of this build cycle will offset much of the 
growth opportunity in share performance through the construction 
period.  This is consistent with the investor experience in the last 
major infrastructure cycle which extended from 1973–1984.  The 
headwinds we forecast will likely come from the dilutive effect of 
heightened external capital funding requirements, regulatory risk in a 
rising rate environment and execution risk associated with a significant 
construction program.  The best performing stocks over the cycle will 
likely be those spending on infrastructure with the highest public 
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policy support, with the highest quality balance sheets, doing business 
in the best regulatory jurisdictions.
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Q. WHAT MULTIPLE OF DEPRECIATION DOES SCE&G’S FORECASTED 

CAPITAL EXPENDITURES CURRENTLY REPRESENT? 

A. As discussed above, Barclays estimates an average industry multiple of 2.0 over the 

next five years.  Based on the Company’s approved composite depreciation rate of 

2.95%51, the Company’s projections show much higher multiples.  As noted in Table 

10 (below), over the next three years the Company anticipates that capital spending 

will exceed its estimated annual depreciation expense by approximately 2.95 times. 

Table 10:  Annual Capital Expenditures as a Multiple of Annual Depreciation Expense  

 2009 2010 2011 2012 2009-12 
Regulated Cap Expenditures 751 940 968 1,377 4,036 
Regulated Depreciation 316 332 350 369 1,367 
Capital 
Expenditures/Depreciation 2.38 2.83 2.76 3.74 2.95 
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Q. DO THE PROXY GROUP COMPANIES DISPLAY A SIMILAR RISK 

PROFILE? 

A. No, in aggregate they do not.  Of the nine companies in my final proxy group, only 

three companies, Duke Energy Corp., Progress Energy Corp., and Southern Company 

are sponsoring the development and construction of new nuclear generating facilities.  

As shown in Exhibit No.___ (RBH-5), under the cost recovery mechanisms in place 

in the states where each of those proxy companies is sponsoring a new nuclear 

 
50  Barclays Capital Equity Research Americas, Utilities: Capital Management, July 16, 2009, at 5. 
51  SCANA Corp, Annual Report (SEC Form 10-K), 31 Dec 2009, at 105. 
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generating facility, those companies retain generally similar risk than the Company in 

developing the two new units at the V.C. Summer facility.   
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The Company, with the Commission’s full support, has embarked on a capital 

spending program to meet its future energy needs.  While this was determined to be 

the surest and best means to securing electricity for its customers, the investment 

community still views capital spending, without explicit guarantees, as a risk.  This 

perceived risk should be factored into the Commission’s authorized ROE in order to 

provide investors with a fair return on their invested capital.  Based on this review 

and fact that the majority of companies in my proxy group are not exposed to the 

risks inherent in sponsoring a new nuclear generating facility, the Company’s 

required return on equity necessarily falls at the higher end of my range of results. 

 

Small Size 

Q.  PLEASE EXPLAIN THE RISK ASSOCIATED WITH SMALL SIZE. 

A. Both the financial and academic communities have long accepted the proposition that 

the cost of equity for small firms is subject to a “size effect.”52  While empirical 

evidence of the size effect often is based on studies of industries beyond regulated 

utilities, utility analysts also have noted the risks associated with small market 

capitalizations.  Specifically, Ibbotson Associates noted: 

For small utilities, investors face additional obstacles, such as smaller 
customer base, limited financial resources, and a lack of diversification 
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across customers, energy sources, and geography.  These obstacles 
imply a higher investor return.
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Small size, therefore, leads to two categories of increased risk for investors: (1) 

liquidity risk (i.e., the risk of not being able to sell one’s shares in a timely manner 

due to the relatively thin market for the securities) and (2) fundamental business risks. 

 

Q. HOW DOES SCE&G COMPARE IN SIZE TO THE PROXY COMPANIES?  

A. SCE&G is substantially smaller than the average for the proxy group companies both 

in terms of numbers of customers and market capitalization.  Exhibit No.___ (RBH-6) 

estimates the implied market capitalization for SCE&G (i.e., the implied market 

capitalization if the Company were a stand-alone, publicly traded entity).  That is, 

since SCE&G is a subsidiary of SCANA Corporation, an estimated stand-alone 

market capitalization for SCE&G must be calculated.  To do so, I applied the median 

market to book ratio for the nine member proxy group to the equity portion of 

SCE&G’s proposed rate base of $2,553.00 million.  The implied market capitalization 

based on that calculation is $3,172.00 million, which is lower than the median for the 

proxy group and less than a third the size of the mean market capitalization for the 

proxy group. 
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Q. HOW DOES THE SMALLER SIZE OF SCE&G AFFECT ITS BUSINESS 

RISKS RELATIVE TO THE PROXY GROUP OF COMPANIES? 
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A. In general, smaller companies are less able to withstand adverse events that affect 

their revenues and expenses.  The impact of weather variability, the loss of large 

customers to bypass opportunities, or the destruction of demand as a result of general 

macroeconomic conditions or fuel price volatility will have a proportionately greater 

impact on the earnings and cash flow volatility of smaller utilities.  Similarly, capital 

expenditures for non-revenue producing investments such as system maintenance and 

replacements will put proportionately greater pressure on customer costs, potentially 

leading to customer attrition or demand reduction.  Taken together, these risks affect 

the return required by investors for smaller companies. 

 

Q. HAVE YOU CONSIDERED THE SMALLER SIZE OF SCE&G IN YOUR 

RECOMMENDED RETURN ON EQUITY FOR THIS COMPANY? 

A. Yes.  While I have quantified the small size effect, rather than proposing a specific 

premium, I have considered the Company’s relatively small size in my assessment of 

business risks in order to determine where within the range of returns SCE&G’s cost 

of equity appropriately falls. 

 

Q. HOW DID YOU ESTIMATE THE SIZE PREMIUM FOR THE COMPANY?  

A. In its Risk Premia over Time Report: 2010, Morningstar presents its calculation of the 

size premium for deciles of market capitalizations relative to the S&P 500 Index.  An 

additional estimate of the size premium associated with SCE&G, therefore, is the 
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difference in the Ibbotson size risk premia for the proxy group median market 

capitalization relative to the implied market capitalization for SCE&G. 
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As shown on Exhibit No.___ (RBH-6), according to recent market data, the median 

market capitalization of the proxy group was approximately $4.69 billion, which 

corresponds to the 3rd decile of Morningstar market capitalization data.  Based on the 

Morningstar analysis, that decile corresponds to a size premium of 0.85 percent (or 85 

basis points).  The implied market capitalization for SCE&G is approximately $3.172 

billion, which falls within the 4th decile and corresponds to a size premium of 1.15 

percent (or 115 basis points).  The difference between those size premia is 30 basis 

points (1.15 percent – 0.85 percent).  

 

Flotation Cost Adjustment 

Q. WHAT ARE FLOTATION COSTS? 

A. Flotation costs are the costs associated with the sale of new issues of common stock.  

These costs include out-of-pocket expenditures for preparation, filing, underwriting, 

and other costs of issuance of common stock. 

 

Q. WHY IS IT IMPORTANT TO RECOGNIZE FLOTATION COSTS IN THE 

ALLOWED RETURN ON EQUITY? 

A. In order to attract and retain new investors, a regulated utility must have the 

opportunity to earn a return that is both competitive and compensatory.  To the extent 

that a company is denied the opportunity to recover prudently incurred flotation costs, 
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actual returns will fall short of expected (or required) returns, thereby diminishing its 

ability to attract adequate capital on reasonable terms. 
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Q. ARE FLOTATION COSTS LIMITED TO EQUITY ISSUANCES PLANNED 

FOR THE TEST YEAR? 

A. No.  Flotation costs are not expenses that flow through the income statement.  Rather, 

these costs are deducted from the permanent capital of the issuer and are thus 

reflected in the balance sheet.  They are comparable to capital investments as further 

discussed later in my testimony.  Recovery of investments is not limited to the year in 

which the investment is made, and neither should the recovery of flotation costs.  

Common equity has an indefinite life, and due to the indeterminate life of an equity 

issuance, flotation costs should be recovered through a return adjustment, regardless 

of whether an issuance occurs during, or is planned for, the test year.   

 

Q. ARE FLOTATION COSTS PART OF THE UTILITY’S INVESTED COSTS 

OR PART OF THE UTILITY’S EXPENSES? 

A. Flotation costs are part of the invested costs of the utility, which are properly 

reflected on the balance sheet of the utility under “paid in capital.”  They are not 

current expenses, and therefore are not reflected on the income statement.  Rather, 

like investments in rate base or the issuance costs of long-term debt, flotation costs 

are incurred over time.  As a result, the great majority of a utility’s flotation cost is 

incurred prior to the test year, but remain part of the cost structure that exists during 

the test year and beyond, and as such, should be recognized for ratemaking purposes.  
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Therefore, this adjustment is appropriate even if no new issuances are planned in the 

near future because failure to allow such an adjustment may deny the Company the 

opportunity to earn its required rate of return in the future. 
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Q. IS THE NEED TO CONSIDER FLOTATION COSTS ELIMINATED 

BECAUSE THE COMPANY IS A SUBSIDIARY OF SCANA?  

A. No.  Although the Company is a subsidiary of SCANA, it is appropriate to consider 

flotation costs because the source of capital used by the Company was the result of a 

public issuance by its parent organization, which led to the issuance costs.  To deny 

recovery of issuance costs associated with the capital that is invested in the utility 

ultimately will penalize the investors that fund the utility operations and will inhibit 

the utility’s ability to obtain new equity capital at a reasonable cost.  This is 

particularly important in the case of the Company since it is planning significant 

capital expenditures in the near term, and continued access to capital to fund such 

required expenditures will be critical. 

 

Q. DO THE DCF AND CAPM MODELS ALREADY INCORPORATE 

INVESTOR EXPECTATIONS OF A RETURN THAT COMPENSATES FOR 

FLOTATION COSTS? 

A. No.  All the models used to estimate the appropriate ROE assume no “friction” or 

transaction costs, as these costs are not reflected in the market price (in the case of the 

DCF model) or risk premium (in the case of the CAPM).  Therefore, it is appropriate 
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to consider flotation costs in determining where within the range of reasonable returns 

South Carolina Electric & Gas Company’s return should fall.   
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Q. IS THE NEED FOR A FLOTATION COST ADJUSTMENT RECOGNIZED 

BY THE ACADEMIC AND FINANCIAL COMMUNITIES? 

A. Yes.  The need to reimburse investors for equity issuance costs is justified by the 

academic and financial communities in the same spirit that investors are reimbursed 

for the costs of issuing debt.  This treatment is consistent with the philosophy of a fair 

rate of return.  According to Dr. Shannon Pratt: 

Flotation costs occur when new issues of stock or debt are sold to the 
public.  The firm usually incurs several kinds of flotation or 
transaction costs, which reduce the actual proceeds received by the 
firm.  Some of these are direct out-of-pocket outlays, such as fees paid 
to underwriters, legal expenses, and prospectus preparation costs.  
Because of this reduction in proceeds, the firm’s required returns on 
these proceeds equate to a higher return to compensate for the 
additional costs.  Flotation costs can be accounted for either by 
amortizing the cost, thus reducing the cash flow to discount, or by 
incorporating the cost into the cost of capital.  Because flotation costs 
are not typically applied to operating cash flow, one must incorporate 
them into the cost of capital.54 

 

Q. IS THERE SUPPORT FOR THIS APPROACH?    

A. Yes.  In a 2002 rate proceeding, the Commission authorized the Company to recover 

flotation costs.55  Furthermore, several economists have recognized that the flotation 

cost adjustment is made not to reflect current or future financing costs, but rather to 

compensate investors for costs incurred for all past issuances comprising the total 

 
54  Shannon P. Pratt, Cost of Capital Estimation and Applications, Second Edition, at 220-221. 
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equity portion of the Company’s capitalization.  An article in The Journal of Finance, 

for example, noted that: 
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Under the conventional approach in other words, the flotation cost 
adjustment is not made to reflect current or future financing costs … it 
is made to compensate investors for costs incurred in preceding stock 
issues.56  

 

Q. HAS THE COMMISSION RECOGNIZED THE NEED TO RECOVER 

FLOTATION COSTS IN PRIOR ORDERS? 

A. Yes.  As noted above, in Docket No. 2002-223-E-Order No. 2003-38, the 

Commission granted the Company the recovery of flotation costs.  In that Order, the 

Commission noted that: 

[F]lotation costs are not an expense to be recovered during a particular 
period.  Instead, they represent a difference in the amount of funds that 
investors have invested in the Company compared to the amount the 
Company actually receives. 

*** 
Accordingly, the Commission finds that the reliable, probative and 
substantial evidence on the record establishes that flotation 
adjustments are indeed appropriate in this case to reflect SCE&G’s 
recent issuance of new equity and the fact that these costs are not 
otherwise recovered in setting rates.57 

 

Q. HAS SOUTH CAROLINA ELECTRIC & GAS COMPANY RECENTLY 

ISSUED COMMON EQUITY? 

A. Yes.  SCANA issued 2.875 million shares of common stock in January, 2009 at 

$35.50 per share.  Proceeds totaling $100.5 million were to be used for capital 

expenditures primarily related to South Carolina Electric & Gas Company’s new 

 
56  Cleveland S. Patterson, Flotation Cost Allowance in Rate of Return Regulation: Comment, The Journal 

of Finance, Vol. XXXVIII, No. 4, September 1983, at 1337 (clarification and emphasis added). 

DOCKET NO. 2009-489-E 
ROBERT B. HEVERT 

Page 60 of 70 

57  Public Service Commission of South Carolina, Docket No. 2002-223-E-Order No. 2003-38, January 
31, 2003, at 72-73. 



 

nuclear construction.58  In addition, SCANA plans on issuing significant additional 

amounts of new common equity in 2010 and 2011 to fund the construction of its 

proposed nuclear generating units.  The total amount in new common equity 

issuances, to fund the Company’s share of the two new nuclear generating units, 

would be approximately $300 million.
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Q. HOW DID YOU CALCULATE THE FLOTATION COST RECOVERY 

ADJUSTMENT?   

A. I modified the DCF calculation to provide a dividend yield that would reimburse 

investors for issuance costs.  My flotation cost adjustment recognizes the costs of 

issuing equity that were incurred by the proxy group companies in their most recent 

two common equity issuances.  Based on the issuance costs provided in Exhibit 

No.___ (RBH-7), an adjustment of 0.16 percent (i.e., 16 basis points) reasonably 

represents flotation costs for the Company.   

 

Q. IS YOUR CALCULATION OF FLOTATION COSTS CONSISTENT WITH 

THE COMMISSION’S PRIOR DETERMINATIONS? 

A. The Commission previously agreed that flotation costs are an ongoing expense and 

approved a 20 basis point adjustment.60  My recommendation for a 16 basis point 

adjustment is consistent with this determination. 

 

 
58  SCANA SEC Form 8-K, August 2009, at 5. 
59  See, SCANA Corporation, Shareholder Presentation, SCANA Financial Update, April, 2009, at 17. 
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Q. PLEASE SUMMARIZE THE RESULTS OF YOUR ANALYSIS INCLUDING 

FLOTATION COSTS.  
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A.  I modified the DCF calculation using the 3.11 percent flotation cost as shown in 

Exhibit No.___ (RBH-7) to provide a dividend yield that would reimburse investors 

for issuance costs.  Based on that calculation, an adjustment of 0.16 percent (i.e., 16 

basis points) is reflective of flotation costs for the Company.  As shown in Table 11, 

the adjusted mean DCF results for my proxy group are 10.75 percent, 10.76 percent, 

and 10.92 percent for the 30, 90, and 180-trading day periods, respectively.  The 

mean high DCF result for the 30, 90, and 180-day averaging periods are 11.72 

percent, 11.73 percent, and 11.89 percent, respectively. 

Table 11: DCF Results Adjusted for Flotation Costs 

 Mean Low Mean Mean High 
30-Day Average 9.98% 10.75% 11.72% 
90-Day Average 9.99% 10.76% 11.73% 
180-Day Average 10.15% 10.92% 11.89% 

 12 

13 
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VIII. CAPITAL STRUCTURE  

Q. WHAT IS THE COMPANY’S PROPOSED CAPITAL STRUCTURE?  

A. The Company is proposing a capital structure consisting of 52.96 percent common 

equity and 47.04 percent long-term debt.  
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Q. PLEASE DESCRIBE THE GENERALLY ACCEPTED APPROACH TO 

DEVELOPING THE APPROPRIATE CAPITAL STRUCTURE FOR A 

REGULATED ELECTRIC UTILITY.  
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A. There are several approaches to developing the appropriate capital structure.  The 

reasonableness of the approach depends on the nature and circumstances of the 

subject company.  If, for example, the subject company does not issue its own 

securities, it may be reasonable to look to the parent’s capital structure or to develop a 

“hypothetical” capital structure based on the proxy group companies or other industry 

data.  Regardless of the approach taken, however, it is important to consider the 

resulting capital structure in light of industry norms and investor requirements.  That 

is, the capital structure should enable the subject company to maintain its financial 

integrity, thereby enabling access to capital at competitive rates.   

 

Q. PLEASE DISCUSS THE IMPORTANCE OF MAINTAINING A STRONG 

BALANCE SHEET AND CAPITAL STRUCTURE IN THE CURRENT 

MARKET ENVIRONMENT. 

A. As discussed in Section IV, the current financial market is characterized by a 

continuing contraction of credit availability, and a persistently high level of credit 

spreads.  Under such conditions, financing options are more limited and the need to 

maintain a strong balance sheet as a means of preserving access to capital is more 

acute than it would be in a more normal market environment.  As discussed by 

Company Witness Jimmy Addison, it is important for the Company to maintain a 

capital structure to support a strong investment grade credit rating.   
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Q. HOW DOES THE CAPITAL STRUCTURE AFFECT THE COST OF 

EQUITY? 

A. In general, companies face two forms of risk, business risks and financial risks.  In 

Section VII, I have assessed the Company’s business risks on a qualitative basis.  

Financial risks represent the risks that a company may not have adequate cash flows 

to meet its financial obligations, and are a function of the percentage of debt (or 

financial leverage) in its capital structure.  In that regard, as the percentage of debt in 

the capital structure increases, so do the fixed obligations for the repayment of that 

debt.  Consequently, as the degree of financial leverage increases, the risk of financial 

distress (i.e., financial risk) also increases.61  Since the capital structure can affect the 

subject company’s overall level of risk, it is an important consideration in 

establishing a just and reasonable rate of return.   

 

Q. IS THERE SUPPORT FOR THE PROPOSITION THAT THE CAPITAL 

STRUCTURE IS A KEY CONSIDERATION IN ESTABLISHING AN 

APPROPRIATE RETURN ON EQUITY? 

A. Yes.  The United States Supreme Court and various utility commissions have long 

recognized the role of capital structure in the development of a just and reasonable 

rate of return for a regulated utility.  In particular, a utility’s leverage, or debt ratio, 

has been explicitly recognized as an important element in determining a just and 

reasonable rate of return: 
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Although the determination of whether bonds or stocks should be 
issued is for management, the matter of debt ratio is not exclusively 
within its province.  Debt ratio substantially affects the manner and 
cost of obtaining new capital.  It is therefore an important factor in the 
rate of return and must necessarily be considered by and come within 
the authority of the body charged by law with the duty of fixing a just 
and reasonable rate of return.
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62   

 

Perhaps ultimate authority for balancing the issues of cost and financial integrity is 

found in the Supreme Court’s statement in Hope Natural Gas:  

The rate-making process under the Act, i.e., the fixing of “just and 
reasonable rates, involves a balancing of the investor and the consumer 
interests.”  320 U.S. at 603, 64 S. Ct. at 288.  The equity investor’s 
stake is made less secure as the Company’s debt rises, but the 
consumer rate-payer’s burden is alleviated.63   

 

Consequently, the principles of fairness and reasonableness with respect to the 

allowed rate of return and capital structure are considered at both the Federal and 

State levels. 

 

Q. PLEASE SUMMARIZE YOUR ANALYSIS OF THE CAPITAL 

STRUCTURES OF THE PROXY GROUP COMPANIES.  

A. My analysis of the actual proxy group capital structures is provided in Exhibit No.___ 

(RBH-8).  As shown in that Exhibit, I calculated the mean of the proportions of long-

term debt  and common equity over the most recently reported eight quarters64 for 

each of the operating utilities owned by the proxy group companies.  The mean of the 

 
62   New England Telephone & Telegraph Co. v. State, 98 N.H. 211, 220, 97 A.2d 213, 220 (1953),  citing 

New England Tel. & Tel. Co. v. Department of Pub. Util., (Mass.) 327 Mass. 81, 97 N.E. 2d 509, 514; 
Petitions of New England Tel. & Tel. Co. 116 Vt. 480, 80 A2d 671. 

63   Communications Satellite Corp. v. FCC, 198 U.S. App. D.C. 60, 63-64611 F.2d 883. 
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proxy group actual capital structures is 47.72 percent long-term debt and 52.28 

percent equity.
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65 The proxy group companies’ equity ratios range from a low of 48.34 

percent to 62.43 percent.  Based on that review, it is apparent that the Company’s 

proposed capital structure is generally consistent with the capital structures of the 

proxy group companies.  

 

Q. WHAT IS THE BASIS FOR USING AVERAGE CAPITAL COMPONENTS 

RATHER THAN A POINT-IN-TIME MEASUREMENT? 

A. Measuring the capital components at a particular point in time can skew the capital 

structure by the specific circumstances of a particular period.  Therefore, it is more 

appropriate to normalize the relative relationship between the components over a 

period of time.  

 

Q. WHAT IS YOUR CONCLUSION REGARDING AN APPROPRIATE 

CAPITAL STRUCTURE FOR SOUTH CAROLINA ELECTRIC & GAS 

COMPANY? 

A. Considering the actual capital structures of the proxy group and the Company’s 

extensive capital investment program, I believe that the Company’s proposed equity 

ratio of 52.96 percent is appropriate for South Carolina Electric & Gas Company.   

 

 
65  Excludes preferred equity and short-term debt.  
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Q. ARE THERE CONSUMER BENEFITS ASSOCIATED WITH A HIGHER 

EQUITY RATIO? 
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A. Yes.  Companies with stronger balance sheets (i.e., less financial leverage) tend to 

have higher credit ratings and more financial flexibility.  Higher credit ratings 

generally translate into a lower cost of debt when the Company enters the credit 

markets to refinance existing issues or finance new utility plant.  Therefore, 

consumers benefit from lower base rates because interest expense is lower.  Further, 

financial flexibility allows the utility to continue to provide safe and reliable electric 

service, even during periods of disruption and dislocation in the financial markets.   

 

Q.  WILL THE CAPITAL STRUCTURE AND ROE AUTHORIZED IN THIS 

PROCEEDING AFFECT THE ABILITY OF THE COMPANY TO 

COMPLETE ITS CAPITAL EXPENDITURE PLAN? 

A. Yes, I believe so.  As noted earlier, the level of earnings authorized by the 

Commission directly affects the Company’s ability to fund capital investment with 

internally generated funds; both bond investors and rating agencies expect a 

significant portion of on-going capital investments to be financed with internally 

generated funds.  The need to generate funds internally also is important in light of 

the constrained, volatile, and expensive capital market conditions.  

 

It also is important to realize that investors weigh a given utility's authorized ROE in 

the context of the nature of its expected capital investments.  Because a utility's 

investment horizon is very long, investors require the assurance of a sufficiently high 
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return to satisfy the long-run financing requirements of the assets it puts into service.  

Those assurances, which often are measured by the relationship between internally 

generated cash flows and debt (or interest expense), depend quite heavily on the 

capital structure.  As a consequence, both the ROE and capital structure are very 

important to both debt and equity investors.  Given the capital market conditions and 

the Company’s significant financing requirements, the authorized ROE and capital 

structure are extremely important considerations in this proceeding. 
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IX. CONCLUSIONS AND RECOMMENDATION 

Q. WHAT IS YOUR CONCLUSION REGARDING THE ROE AND CAPITAL 

STRUCTURE FOR SOUTH CAROLINA ELECTRIC & GAS COMPANY? 

A. I believe that a rate of return on common equity in the range of 10.70 percent to 11.90 

percent represents the range of equity investors’ required rate of return for investment 

in integrated electric utilities in today’s capital markets.  Within that range, I 

recommend an ROE of 11.60 percent.  My recommended ROE, which is above the 

midpoint of the range of results, considers the Company’s risk profile relative to the 

proxy group analytical results with respect to (1) the Company’s comparatively high 

level of capital expenditures, much of which relates to its significant portfolio of coal-

fired generating assets; (2) the Company’s proposed new nuclear generating facility; 

(3) SCE&G’s comparatively small size; and (4) flotation costs associated with the 

equity issuances needed to continue to invest in new and existing generation assets.  

Based on those factors, it is appropriate to establish an ROE that is above the proxy 

group mean results.  As such, a rate of return on common equity of 11.60 percent 
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reasonably represents the return required to invest in a company with a risk profile 

comparable to SCE&G.  Table 12 (below) summarizes my analytical results.   

1 

2 

3 Table 12: Summary of Analytical Results  

  

Mean 
Low 

Results 
Mean 

Results 

Mean 
High 

Results 
DCF Results 

30-day Average Stock Price 9.82% 10.59% 11.56% 
90-day Average Stock Price 9.83% 10.60% 11.57% 
180-day Average Stock Price 9.99% 10.77% 11.73% 

DCF Results (Including Small Size Adjustment and Flotation Costs) 
30-day Average Stock Price 10.28% 11.05% 12.02% 
90-day Average Stock Price 10.29% 11.06% 12.03% 
180-day Average Stock Price 10.45% 11.22% 12.19% 

Market-Based CAPM Results 
  Current Beta 

  
Ex-Ante 

Approach   

Sharpe 
Ratio 

Approach 
Near Term Forecast 30 Year Treasury Yield 10.90%   11.75% 
Long Term Forecast 30 Year Treasury Yield 10.23%   11.08% 
  Historical Beta 

  
Ex-Ante 

Approach   

Sharpe 
Ratio 

Approach 
Near Term Forecast 30 Year Treasury Yield 9.79%   10.40% 
Long Term Forecast 30 Year Treasury Yield 10.64%   11.25% 

Bond Yield Plus Risk Premium Analysis 

  
Near 
Term   Long Term

Projected 30 Year Treasury Yield Risk Premium 10.78%   11.11% 

Small Size Adjustment 
Small Size Adjustment   0.30%   

Flotation Cost Adjustment 
Flotation Cost Adjustment   0.16%   

 4 
5 

6 

Finally, I conclude that the Company’s proposed capital structure, which consists of 

52.96 percent common equity and 47.04 percent long-term debt is reasonable.   
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Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 

A. Yes, it does. 
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Robert B. Hevert, CFA 
President 

 
 
Mr. Hevert is an economic and financial consultant with broad experience in the energy industry.  He has an 
extensive background in the areas of corporate strategic planning, energy market assessment, corporate 
finance, mergers, and acquisitions, asset-based transactions, asset and business unit valuation, market entry 
strategies, strategic alliances, project development, feasibility and due diligence analyses.  Mr. Hevert has 
significant management experience with both operating and professional services companies. 
 
 
REPRESENTATIVE PROJECT EXPERIENCE 
 
Financial and Economic Advisory Services 

Retained by numerous leading energy companies and financial institutions throughout North America to 
provide services relating to the strategic evaluation, acquisition, sale or development of a variety of regulated 
and non-regulated enterprises.  Specific services have included: developing strategic and financial analyses and 
managing multi-faceted due diligence reviews of proposed corporate M&A counter-parties; developing, 
screening and recommending potential M&A transactions and facilitating discussions between senior utility 
executives regarding transaction strategy and structure; performing valuation analyses and financial due 
diligence reviews of electric generation projects, retail marketing companies, and wholesale trading entities in 
support of significant M&A transactions.   
 
Specific divestiture-related services have included advising both buy and sell-side clients in transactions for 
physical and contractual electric generation resources.  Sell-side services have included: development and 
implementation of key aspects of asset divestiture programs such as marketing, offering memorandum 
development, development of transaction terms and conditions, bid process management, bid evaluation, 
negations, and regulatory approval process.  Buy-side services have included comprehensive asset screening, 
selection, valuation and due diligence reviews.  Both buy and sell-side services have included the use of 
sophisticated asset valuation techniques, and the development and delivery of fairness opinions. 
 
Specific corporate finance experience while a Vice President with Bay State Gas included: negotiation, 
placement and closing of both private and public long-term debt, preferred and common equity; structured 
and project financing; corporate cash management; financial analysis, planning and forecasting; and various 
aspects of investor relations.   
 
Representative non-confidential clients have included: 

• Conectiv generation asset divestiture 
• Eastern Utilities Associates (prior to acquisition by National Grid, PLC) generation asset divestiture 
• Niagara Mohawk – sale of Niagara Mohawk Energy 
• Potomac Electric Company generation asset divestiture 

 
Representative confidential engagements have included: 

• Buy-side valuation and assessment of merchant generation assets in Midwestern U.S. 
• Buy-side due diligence and valuation of wholesale energy marketing companies in Eastern and 

Midwestern U.S. 
• Buy-side due diligence of natural gas distribution assets in Northeastern U.S. 
• Financial feasibility study of natural gas pipeline in upper Midwestern U.S. 
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• Financial valuation of natural gas pipeline in Southwestern U.S. 
 
Regulatory Analysis and Ratemaking 

On behalf of electric, natural gas and combination utilities throughout North America, provided services 
relating to energy industry restructuring including merchant function exit, residual energy supply obligations, 
and stranded cost assessment and recovery.  Also performed rate of return and cost of service analyses for 
municipally owned gas and electric utilities.  Specific services provided include: performing strategic review 
and development of merchant function exit strategies including analysis of provider of last resort obligations 
in both electric and gas markets; and developing value optimizing strategies for physical generation assets.   
 
Representative engagements have included: 

• Performing rate of return analyses for use in cost of service analyses on behalf of municipally owned 
gas and electric utilities in the Southeastern and Midwestern U.S. 

• Developing merchant function exit strategies for Northeastern U.S. natural gas distribution 
companies 

• Developing regulatory and ratemaking strategy for mergers including several Northeastern natural 
gas distribution companies 

 
Litigation Support and Expert Testimony 

Provided expert testimony and support of litigation in various regulatory proceedings on a variety of energy 
and economic issues including the proposed transfer of power purchase agreements, procurement of residual 
service electric supply, the legal separation of generation assets, and specific financing transactions.  Services 
provided also included collaborating with counsel, business and technical staff to develop litigation strategies, 
preparing and reviewing discovery and briefing materials, preparing presentation materials and participating in 
technical sessions with regulators and intervenors.  
 
Energy Market Assessment 

Retained by numerous leading energy companies and financial institutions nationwide to manage or provide 
assessments of regional energy markets throughout the U.S. and Canada.  Such assessments have included 
development of electric and natural gas price forecasts, analysis of generation project entry and exit scenarios, 
assessment of natural gas and electric transmission infrastructure, market structure and regulatory situation 
analysis, and assessment of competitive position.  Market assessment engagements typically have been used as 
integral elements of business unit or asset-specific strategic plans or valuation analyses.   
 
Representative engagements have included: 

• Managing assessments of the NYPOOL, NEPOOL and PJM markets for major North American 
energy companies considering entering or expanding their presence in those markets 

• Assessment of ECAR, MAPP, MAIN and SPP markets for a large U.S. integrated utility considering 
acquisition of additional electric generation assets 

• Assessment of natural gas pipeline and storage capacity in the SERC and FRCC markets for a major 
international energy company 

 
Resource Procurement, Contracting and Analysis 

Assisted various clients in evaluating alternatives for acquiring fuel and power supplies, including the 
development and negotiation of energy contracts and tolling agreements.  Assignments also have included 
developing generation resource optimization strategies.  Provided advice and analyses of transition service 
power supply contracts in the context of both physical and contractual generation resource divestiture 
transactions. 
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Business Strategy and Operations 

Retained by numerous leading North American energy companies and financial institutions nationwide to 
provide services relating to the development of strategic plans and planning processes for both regulated and 
non-regulated enterprises.  Specific services provided include: developing and implementing electric 
generation strategies and business process redesign initiatives; developing market entry strategies for retail and 
wholesale businesses including assessment of asset-based marketing and trading strategies; and facilitating 
executive level strategic planning retreats.  As Vice President, Energy Ventures, of Bay State was responsible 
for the company’s strategic planning and business development processes, played an integral role in 
developing the company’s non-regulated marketing affiliate, EnergyUSA, and managed the company’s non-
regulated investments, partnerships and strategic alliances. 
 
Representative engagements have included: 

• Developing and facilitating executive level strategic planning retreats for Northeastern natural gas 
distribution companies 

• Developing organization and business process redesign plans for municipally owned 
gas/electric/water utility in the Southeastern U.S. 

• Reviewing and revising corporate merchant generation business plans for Canadian and U.S. 
integrated utilities 

• Advising client personnel in development of business unit level strategic plans for various natural gas 
distribution companies 

 
 
PROFESSIONAL HISTORY 
 
Concentric Energy Advisors, Inc. (2002 – Present) 
President 
 
Navigant Consulting, Inc.  (1997 – 2001) 
Managing Director (2000 – 2001) 
Director (1998 – 2000) 
Vice President, REED Consulting Group (1997 – 1998) 
 
REED Consulting Group (1997) 
Vice President 
 
Bay State Gas Company (1987 – 1997) 
Vice President, Energy Ventures and Assistant Treasurer 
 
Boston College (1986 – 1987) 
Financial Analyst 
 
General Telephone Company of the South (1984 – 1986) 
Revenue Requirements Analyst 
 
 
EDUCATION 
 
M.B.A., University of Massachusetts at Amherst, 1984 
B.S., University of Delaware, 1982 
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DESIGNATIONS AND PROFESSIONAL AFFILIATIONS 
 
Chartered Financial Analyst, 1991 
Association for Investment Management and Research 
Boston Security Analyst Society 
 
 
PUBLICATIONS/PRESENTATIONS 
 
Has made numerous presentations throughout the United States and Canada on several topics, including: 

• Generation Asset Valuation and the Use of Real Options 
• Retail and Wholesale Market Entry Strategies 
• The Use Strategic Alliances in Restructured Energy Markets 
• Gas Supply and Pipeline Infrastructure in the Northeast Energy Markets 
• Nuclear Asset Valuation and the Divestiture Process 

 
 
AVAILABLE UPON REQUEST 
 
Extensive client and project listings, and specific references. 
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SPONSOR DATE CASE/APPLICANT DOCKET NO. SUBJECT 

Arkansas Public Service Commission 

CenterPoint Energy Resources Corp. 
D/B/A CenterPoint Energy Arkansas 
Gas 

01/07 CenterPoint Energy Resources Corp. 
D/B/A CenterPoint Energy Arkansas 
Gas 

Docket No. 06-161-U Return on Equity 

Colorado Public Utilities Commission 

Atmos Energy Corporation 07/09 Atmos Energy Colorado-Kansas 
Division 

Docket No. 09AL-507G Return on Equity (gas) 

Xcel Energy 12/06 Public Service Company of Colorado Docket No. 06S-656G Return on Equity (gas) 
Xcel Energy 04/06 Public Service Company of Colorado Docket No. 06S-234EG Return on Equity (electric) 
Xcel Energy 08/05 Public Service Company of Colorado Docket No. 05S-369ST Return on Equity (steam) 
Xcel Energy 05/05 Public Service Company of Colorado Docket No. 05S-264G   

Return on Equity (gas) 
Connecticut Department of Public Utility Control 

Southern Connecticut Gas Company 09/08 Southern Connecticut Gas Company Docket No. 08-08-17 Return on Equity 
Southern Connecticut Gas Company 12/07 Southern Connecticut Gas Company Docket No. 05-03-17PH02 Return on Equity 
Connecticut Natural Gas Corporation 12/07 Connecticut Natural Gas Corporation Docket No. 06-03-04PH02 Return on Equity 
Federal Energy Regulatory Commission 

Florida Gas Transmission Company, 
LLC 

10/09 Florida Gas Transmission Company, 
LLC 

Docket No. RP10-21-000 Return on Equity 

Maritimes and Northeast Pipeline, LLC 07/09 Maritimes and Northeast Pipeline, LLC Docket No. RP09-809-000 Return on Equity 
Spectra Energy 02/08 Saltville Gas Storage Docket No. RP08-257-000 Return on Equity 
Panhandle Energy Pipelines  08/07 Panhandle Energy Pipelines Docket No. PL07-2-000 Response to draft policy 

statement regarding inclusion of 
MLPs in proxy groups for 
determination of gas pipeline 
ROEs 

Southwest Gas Storage Company 08/07 Southwest Gas Storage Company Docket No. RP07-541-000 Return on Equity 
Southwest Gas Storage Company 06/07 Southwest Gas Storage Company Docket No. RP07-34-000 Return on Equity 
Sea Robin Pipeline LLC 06/07 Sea Robin Pipeline LLC Docket No. RP07-513-000 Return on Equity 
Transwestern Pipeline Company 09/06 Transwestern Pipeline Company Docket No. RP06-614-000 Return on Equity 
GPU International and Aquila 11/00 GPU International Docket No. EC01-24-000  Market Power Study 



ATTACHMENT A 
EXPERT TESTIMONY OF ROBERT B. HEVERT 

 

CONCENTRIC ENERGY ADVISORS, INC.  PAGE A-6 

SPONSOR DATE CASE/APPLICANT DOCKET NO. SUBJECT 

Maine Public Utilities Commission 

Northern Utilities, Inc. 07/95 Northern Utilities Maine PUC Gas Distribution System 
Expansion 

Massachusetts Department of Public Utilities 

National Grid 08/09 Massachusetts Electric Company 
d/b/a National Grid 

DPU 09-39 Revenue Decoupling and Return 
on Equity 

National Grid 08/09 Massachusetts Electric Company and 
Nantucket Electric Company d/b/a 
National Grid 

DPU 09-38 Return on Equity – Solar 
Generation 

Bay State Gas Company 04/09 Bay State Gas Company DTE 09-30 Return on Equity 
NSTAR Electric 09/04 NSTAR Electric DTE 04-85  Divestiture of Power Purchase 

Agreement 
NSTAR Electric 08/04 NSTAR Electric DTE 04-78  Divestiture of Power Purchase 

Agreement 
NSTAR Electric 07/04 NSTAR Electric DTE 04-68  Divestiture of Power Purchase 

Agreement 
NSTAR Electric 07/04 NSTAR Electric DTE 04-61  Divestiture of Power Purchase 

Agreement 
NSTAR Electric 06/04 NSTAR Electric DTE 04-60  Divestiture of Power Purchase 

Agreement 
Unitil Corporation 01/04 Fitchburg Gas and Electric DTE 03-52  Integrated Resource Plan; Gas 

Demand Forecast 
Bay State Gas Company 01/93 Bay State Gas Company DPU 93-14 Long Term Debt Financing 
Bay State Gas Company 01/91 Bay State Gas Company DPU 91-25 Long Term Debt Financing 
Minnesota Public Utilities Commission 

Minnesota Power a division of 
ALLETE, Inc. 

11/09 Minnesota Power Docket No. E015/GR-09-1151 Return on Equity 

CenterPoint Energy Resources Corp. 
d/b/a 
CenterPoint Energy Minnesota Gas 

11/08 CenterPoint Energy Minnesota Gas Docket No. G-008/GR-08-1075 Return on Equity 

Otter Tail Power Corporation  10/07 Otter Tail Power Company Docket No. E017/GR-07-1178 Return on Equity 
Xcel Energy 11/05 NSP-Minnesota Docket No. E002/GR-05-1428  Return on Equity (electric) 
Xcel Energy 09/04 NSP Minnesota Docket No. G002/GR-04-1511  Cost of Capital (gas) 
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SPONSOR DATE CASE/APPLICANT DOCKET NO. SUBJECT 

Mississippi Public Service Commission 

CenterPoint Energy Resources, Corp. 
d/b/a CenterPoint Energy Entex and 
CenterPoint Energy Mississippi Gas 

07/09 CenterPoint Energy Mississippi Gas Docket No. 09-UN-334 Return on Equity 

New Hampshire Public Utilities Commission 

EnergyNorth Natural Gas d/b/a 
National Grid NH 

02/10 EnergyNorth Natural Gas d/b/a 
National Grid NH 

Docket No. DG 10-017 Return on Equity 

Unitil Energy Systems, Inc. (“Unitil”), 
EnergyNorth Natural Gas, Inc. d/b/a 
National Grid NH, Granite State 
Electric Company d/b/a National Grid, 
and Northern Utilities, Inc. – New 
Hampshire Division 

08/08 Unitil Energy Systems, Inc. (“Unitil”), 
EnergyNorth Natural Gas, Inc. d/b/a 
National Grid NH, Granite State 
Electric Company d/b/a National 
Grid, and Northern Utilities, Inc. – 
New Hampshire Division 

Docket No. DG 07-072 Carrying Charge Rate on Cash 
Working Capital 

New Jersey Board of Public Utilities 

Pepco Holdings, Inc. 09/06 Atlantic City Electric Company Docket No. EMO6090638 
 

Divestiture and Valuation of 
Electric Generating Assets 

Pepco Holdings, Inc. 12/05 Atlantic City Electric Company BPU Docket No. EM05121058 Market Value of Electric 
Generation Assets; Auction 

Conectiv 06/03 Atlantic City Electric Company BPU Docket No. EO03020091  Market Value of Electric 
Generation Assets; Auction 
Process 

New Mexico Public Regulation Commission 

Public Service Company Of New 
Mexico 

09/08 Public Service Company Of New 
Mexico 

Case No. 08-00273-UT Return on Equity (electric) 

Xcel Energy 07/07 Southwestern Public Service Company Case No. 07-00319-UT Return on Equity (electric) 
New York State Public Service Commission 

Consolidated Edison Company of New 
York, Inc. 

11/09 Consolidated Edison Company of 
New York, Inc. 

Case No. 09-G-0795 Return on Equity (gas) 

Consolidated Edison Company of New 
York, Inc. 

11/09 Consolidated Edison Company of 
New York, Inc. 

Case No. 09-S-0794 Return on Equity (steam) 

Niagara Mohawk Power Corporation 07/01 Niagara Mohawk Power Corporation Case No. 01-E-1046 Power Purchase and Sale 
Agreement; Standard Offer 
Service Agreement 
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SPONSOR DATE CASE/APPLICANT DOCKET NO. SUBJECT 

North Dakota Public Service Commission 

Otter Tail Power Company 11/08 Otter Tail Power Company Docket No. 08-862 Return on Equity (electric) 
Oklahoma Corporation Commission 

CenterPoint Energy Resources Corp., 
D/B/A CenterPoint Energy Oklahoma 
Gas 

03/09 CenterPoint Energy Oklahoma 
Gas 

Docket No. PUD200900055 Return on Equity 

Rhode Island Public Utilities Commission 

National Grid RI – Gas 08/08 National Grid RI – Gas Docket No. 3943 Revenue Decoupling and Return 
on Equity 

South Dakota Public Utilities Commission 

Northern States Power Company 06/09 South Dakota Division of Northern 
States Power 

Docket No. EL09-009 Return on Equity (electric) 

Otter Tail Power Company 10/08 Otter Tail Power Company Docket No. EL08-030 Return on Equity (electric) 
Texas Public Utility Commission 

Texas-New Mexico Power Company 08/08 Texas-New Mexico Power Company Docket No. 36025 Return on Equity (electric) 
Xcel Energy 05/06 Southwestern Public Service SOAH Docket No. 473-06-2536 

Docket No. 32766 
Return on Equity (electric) 

Texas Railroad Commission 

CenterPoint Energy Resources Corp. 
D/B/A CenterPoint Energy Entex and 
CenterPoint Energy Texas Gas 

07/09 CenterPoint Energy Resources Corp. 
D/B/A CenterPoint Energy Entex and 
CenterPoint Energy Texas Gas 

GUD 9902 Return on Equity 

CenterPoint Energy Resources Corp. 
D/B/A CenterPoint Energy Texas Gas 

03/08 CenterPoint Energy Resources Corp. 
D/B/A CenterPoint Energy Texas 
Gas 

GUD 9791 Return on Equity 

Utah Public Service Commission 

Questar Gas Company 12/07 Questar Gas Company Docket No. 07-057-13 Return on Equity 
Vermont Public Service Board 

Green Mountain Power 04/06 Green Mountain Power Docket Nos. 7175 and 7176  Return on Equity (electric) 
Vermont Gas Systems, Inc. 12/05 Vermont Gas Systems Docket Nos. 7109 and 7160  Return on Equity (gas) 
Virginia State Corporation Commission 

Columbia Gas Of Virginia, Inc. 06/06 Columbia Gas Of Virginia, Inc. Case No. PUE-2005-00098 Merger Synergies 
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SPONSOR DATE CASE/APPLICANT DOCKET NO. SUBJECT 

Dominion Resources 10/01 Virginia Electric and Power Company Case No. PUE000584  Corporate Structure and Electric 
Generation Strategy 
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AMPHENOL CORP-CL A

ANADARKO PETROLEUM CORP
ANALOG DEVICES INC

AON CORP
APACHE CORP
APARTMBI 7 IIWT 8 MONT CO m
APOLLO GROUP INC WL A

APPLE INC
ApPLIMI M ATE tuALS Inc
ARCItER. DAHIEL8. MID!A«DOC
ASSUR!!MT INC

ATILT INC
AUTOOESKINC

AUTOMATIC DATA PROCES BING
AUTONATION INC

AUTOZONE INC

AVALONBAY COMMUNITIES INC

AVERY OENNI BON CORP
AVON PRCDUCTSIHC
BAKER HUGHES INC

emx ctmp
SJINK0F NEWYORKMELLDN CORP
BANK OF AMERICA CORP
SAXTER INTERNATIONAl EIC
seat ctmp
SEC TON DICKINSON AND CO
SED BATH 8 SEYOND INC

BEIl IS COMPJUIY
SERKSItIRE HATHAWAY I«COL 8
slav guy ccwc
SIG LOTS INC

SIOGFAI IDEC INC

EJ SERVICES CO
SIACK 8 DECKER CORP
EMC SOFI WARE INC

SQEING CO
SDSTONPROPERTIESEIC
SQSTON SCIENTIFIC CORP
SRISTOL !IITERS SQUIBB CO
SRQJIDCOM CORPCL A
BROWN-FORMAN CORP-CLA86 8
CA INC

CASU T OIL 8 GAS CORP
CAIIIE RON INTERNATIONAL CORP
CAMPS Eu SCIIP CO
CAPITAL ONE FINANCIAL COIIP
CARDINALIIEALTII INC

CAREFUSIQN Ccfn'
CARNIVAL CORP
CATERPtLIJUI IIIC
Cg RICHARD ELLIS GAOUP INC-A

CB6 CORP. CIA3 E 8 NON VOTING

W Igltti II
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CElo UW ENN!
CNP UN Eqvoy
CTL UN SIVly
CEPH IIW Ecto
CF UN Kohly
GHBhf UW RquOy

CHK UN SIUNy
Ctct UN SluNy
ce UN RHW
CI UN EMHy
CRIF UW EWRI
cTAS UW Ewhr
CSCO UW Eeet

UN Snit!
cTxo UW BmoY
CLF UH Echo
GIX UN Dies!
CME UW Ewl!'
CMR UN ENBI
COH UN By!fr
KQ UH SI Xy
CCE UN Slultf
CTSH UW EWNY
CL UN EWItf
CMCEA UW Sl NI

CMA UH Equtty
csc UN Ewhy
CPWR UW eqtW
CAO UH Eqmy
COP UN SVRY
EO UN EWRy
CNX Wl Eellr
Geo UN EWEY
sva UN Eeflr
GLW UH Eq Ry

COST UW EW17
CVH UH EWRf
scN UN Ee»f
CSX VN Eqeo
CMI IJH Stne
cv6 UN Smhy
CHR UN ENW
QRI UH Euuhr
DVA 1st SHIV
DF UN EWoy
DE UN Sin!I
DSl UW SINK
QNR UH Eesr
XRAY UW EWIy
DVH UN Sum!
CV UN Fmuhr

DO UN Kqfw
Dtv Uw EquXr
DFS UN Slew
DISCA UW Shor
D UN Echo
DQV UH Slue
OOW UN KfmhY

DHI UN Sl NY

DPS UN EWRI'
DTE UH EWNr
OD UN SvAO
DUK UN BHEI
ONR UN Snsf
ETFC UW SPRY
EMN UN SHNy
KK UN BHRY
ETN UN SIYB
ESAY UW Eehr
ECL UN Ewoy
KIX UN EWNJ
EP UN Sluor
ERTS UW E lmt
LLY UN Sl IIY

EMQ UH Eefhy
EMR UN EWOJ
ETA UN EwNF
EOG UN EqusY
EQT UN EWRY
EFIt UN Eehl'
CON UN Eqdly
EL UN 54W!'
Exc UN EHNy
ExPK UW Eehr
EXPD UW EWNr
E6RK UW Slully
XOM UN EWRY
FDO UN EWRY
FNH Uw EDAy
Fh Iw ENNY
FDX UH Ewer
Fle UN Easy
PITS UW En!of
FHN UI4 EGNY
FRUI UW Ewlv
FK UN oqmo
FISV UW SFW
FUR UW Eehy
FES UH Eehy
I'LR UN Ewhy
I'Mc UN Ee lo
FTI UN EflulY
F UH Emqy
PIB UN Root!
Fo UN Eev'hy

04LGEHE CORP
CENTENPOWf ENERGY INC
CSITUR YTEE INC

CEPHALON IHC
CF INDUSTRIES HOLDINGS INC
C.H. ROSINSOH WcflLDWIOE INC
CHESAPENIE SI ERG' DORP
CHEVftON CORP
CHUKS CORP
CIQHA CORP
CINCINNATI FINANCIAL CORP
C el TAS CORP
CI SCO SYSTEMS INC

CNIWOUP INC
CITKIX SYSTEMS INC
CUFFS NATURAL RKSCKIRCSI INC
CLOROX COIIPAN Y
CME QROUP IHC

CIW EHBIGY CORP
COACH INC
COCACBJ! CcffHE
COCACOLI! EHIBIPRMES
CconfaANT TECH SOLUTIOHSA
COLGATE. PAL MOLIVE CO
OCMCAST CORP CO!Su A
OCME Rl CA INC
cow'UveR SBRHcee cow
COMPIIWARE CORP
CONJIORA FOODS IHC
CONOCOPIIILLIPS
CQH SO! IDA TED EDISON INC

CONSOL ENBIOY IHC

CONSTELLATION KN BIOY GROUP
COHSTELU! TION SHARDS UIGA
CIMNIHG INC
COSTCOVHIOIKSAIE CORP
COVBlfRY HEALTH CARE INC
CR SARD IHC
coxconn
CVMMIHS IHC

CVS CAHEWIAK CORP
CNINtER CORP
DARDEN AESTAtf IIIV!TS INC
OAVNA WC
DE!VI FOODS CO
OeERyea CQ
DSL IHC
ORNRUh Y R65OU ItCES WC
OBIT SPL Y IH TERNA TKWAL INC
De!ON EHBIGY CORPORATION
DEVfIY IHC

DIAMOND OFF SIKME DRKLINO
OIRECTV. CHESS A
DISCOVER PulhNCIAL 6ERVICRS
OISCOVLRV COMHUNICATIOHILA
DOM40ON A ESOURCES WCNA
oovan clmp
DOWCIIOMICAL
DR I KMTOH IHC

DR I»PPW Sw I'PEE 0ROUP ING

DTE EHCRGY COMI'ANY

DV PONT (E I!OE NB4OIIRS
DUKE ENSWY CORP
CUH 4 ERAD81HEET CORP
BTRADK FIHNICIAL CORP
EASTMIIN CUPNICJIL COMPAIW
~AefhlAN Kccf K CO
EATON CORI'
CSAY IHC

ECOI Ale INC
BXRQNEHTBIHhTIONAL
EL PASO CQIIP
ELECTR cfhC Nl fS INC

Eb I!I.LI' 4 CO
KMC CcflPJMASS
EMERSON ELECTRIC CO
EHIERGY CORP
KOG HWOUHCT S IHC
EOT CORP
EQUR"AX INC
EQIAIV RfeSIOKHIVL
ESTCE IAUQKR COMPANIKOGL A
FJIKLON CORI'
BIPEQIA INC
SIP Et N TON 6 m TL WASH stC
EXPRESS SCRIPTS INC
RxxoN Moelicohp
FAMILY OQIAAN STORES
FASTT NAIL CO
fEDENAT BI!HI!Eh TONS IHOCL 6
FBMXCQJIF
FIDCICY NATfOHhL INFORMATIO
FIFTHTH401OAHCORP
FIRR'I IIORITON NATIONAL CORP
FIR61 6OLAA IHC
P4ISTRHENGYCDHP
FISERV WC
fUf! SYSTCMS INC
FLOWSERVC COAP
fLUIS CORP
pMc TAmp
FMC IECUNOLOGIES INC
FOHU MOI OR CO
F(NSST IAEOHATQAJES IHC
FORIUHS GRANDS INC
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FPL
DEN
FCX
FTR
OME
I%I
GPS
Qo
GE
Glo
GPC

GE
BID
GS
GH
GT

HRD
WIL
HOG
HAR

%18
MQ
HAS
HCP
HCN
HP
HSY
HES
HPQ
HNZ

HD
HDN
HRL
HSP
HST
HCS
HUM

H

ISM

ITW
TEG
INTC
ICE
IPG
IFF
IGT
IP
IHTV
ISRG
IVZ

UIM
ITT
JCP
JSL
JEC
JN8
NHW
SIM
JCI
JNJ
JPN
JNPII
K
KEY
KMS
KIM

KG
KUIC
KSS
KFT
KR
LIL
Vl
LM
LEG
IEN
LUK
LKK
UFE
LNC
LLTC
IMT
I
Lo
IOW
LSI
LTD
MTS
M

MRO
MAR
MIC
Ml

MAQ

MEE
NA
MAT
MFE
MFC
NCD
MHP
MCK

UN Ewky
IB Eeny
UN Eq ly
UN Snky
UH Eqwy

UN Sleky
VH BFGy

UN Snny
UN Blulhl
UI4 BNky
UN Eqne

QNW UN EGAy
HZ UW Eeny

UW Eesy
UN Equky
UN SyGy
UN Ewky

GOOG UW EGRy
UN EGGF
UH Eqnly
UN EMRy
UN Equky
UH Equly

UN Eefly
UH Eiwy
UH Ewhy
vn Eeue

UN Blnly
Un EGNJ
VN EGAy
UN SFDy
Un BI)ny

UH Bnly
UN EWB

UN Eqnly
UN EWR
UH Ewky

K UW Ewky
UN EquNy

SAN UW Ewly
UH Ewky
VH Eq ky
UN Ewky
VW Eeny

VH Equky
UN Ewnf

UN Blue
UN Eqny

UH Eqnly
UW Equky
UW Equky

UH Bnky
UN Ewky

UN Bl ny
UN Ewly
UN Ewky
UN BNB
UH Buily
IIW Eeny

UN EquNy

UN EWNy
UH Eeky
UN Eqnly
UN Ewky

UN EeRy
UH EWky
UN EGRy

UH Equky
UH Eque

UW Snly
UN Equky
UH EGAy

UH Ewiy
UN Eeily
UN Eq ny

IB EGRy
UN Ewiy
UN Eqne
UH Eqwk
VN Sfne
UW EMI)y
UN EGRy
UW SyNy
IJN F)luky

UN SN'4y
UN EWhy

UN By)Ny
Un EMNy
UH ElnNy
UN EquRy

UN Sluky
UN enny
UN Ewky
UH Eefly

UN EGSy
UH Eeiky
UN Eqlfly

UH Eqnly
Uw Ewky
UN Eeny
UN Sfay
UH Equhy
UN Fiyay
UN Elnky

FFL GROUP INC
FRAHKLW RESOIIRCE6 INC

F RE EPOflT MCM CRAM COPPER
FRONTMR COMMUNICATKWS CORP
GhMEsTop ronp&fhss A
GANNETT Co
GAP INC/f HE

GENERAL DYNAMICS CORP
QEIMRAL ELECTRIC Co
GEIIEHAL MIVD IHC

GENUINE PARTS CO
GENWORTH FIHANCMI INC CIA
GENZYME CORP
DREAD SQENCES INC

Golo)NW SACHS GROUP INC

GOODRICH COIIP
GOODYEAR TIIIE & RUDDER Co
GOGGLE INC-CIA
HIR DLOCK INC
HALVQURTON Co
HAALEYCAVIDSOH INC

HAH MAN

INTERN�)IT)CHAI

NARf5$ COAP
MAR IFO AD FINANCIAL SVCS GRP
HAQSRO INC
HCP INC

HEALTH CNI ~ AEH INC
IMLMER)CII & PAYNE
HEASNEYCQIHIE
NESS CORP
HEWLElTDACWWO Co
)U HEINZ Co
HOMC DEPOT INC

HONE YWSLL INTERNATIONAL INC

NOR MEL FOODS CORP
HOSP)RA INC

HOST HOTELS 4 RESORTS INC

HUDSON CITY SANCORP WC
HU)uANA INC
HUNT)NOTCH 6))NC St lAR ES INC

Inf I UUSIHESS M ACtuNEQ CORP
ILLINOIS Tool WORKS
INT EGA Y6 ENERGY GROUP INC

INTEl CORP
IMER CONTI HEN TALBICIWIGE INC

IN 1ENPIMLIC GROUP OF COS INC

BTL Flf)VORS 4 FRAGRANCES
IH TL O)IMC TEC) )NOLOGY

IHIENNATIONAL PhPEA Co
IHTUIT INC
INTUITIVE SURD)CAL Mc
INV06CO LTD
IAON MOUNTAIN WC
ITI COIAP

J.C PENNEY CO INC

JABL CIRCUIT IHC
JACOUS L'NGWEERWG WIOUP INC

JANUS CN'0 N. OAOUP IHC

JD$ UN I Il))6E Coll)
JM SMIICKCH Coll)M
JOHHSON CONT)toLS tHC

Jot�)N

SON 4 JOIN SON

JPMCAChn CHASE S CO
Junk'Ell NkfwonKS IHC

KELLCCN Co
KEYCOHP
MWICALYCIDRK CORP
IQMCO HB)LTY CORP
KING Pl MR M ACE U TICALS INC

Klh TEHCofl CoflPO))AIR%
KOI IIS COIIP
KRN'T I CODS IHC-CIASS A

HROGE)l Co
I-3 COMMI)NICh1)ONS HOLDQIGS
IAHOR))IOHYcltl OF AMER HLCQ8

lkoo Mf)SOII RIC

LECO El I 3 PUG I INC

LEHNNI CORI CL A

IEUC)UN)l HAT)ON)IL CORP
IE)WAR K IN T0ANA I IONAL INC G

fly E TEC) IHOLOO)08 CORP
LWCOLII NATION))L CORP
LINE)IA ILBHNOIOGV CORP
LOCIII IIXO INIR flN CORP
Lorwkoonn
LOIIILU))f 0 INC

IOWZ'i COS INC

LSI ColtP
LTD DAANI)S INC
N 4 T 6)inn CORP
MhCV8 IHC

MARhf l)ON O)L CORP
MARAIOIT )NTCIINATIONAL. CL A
MNtQtl I MCLENNAN COS
MARSIMLL4 ILSII YCOAP
N Ahoo CO)0'
MAsMY Encfnov co
MASIZ IICNI 0 INC CI ASS A

MAI ISL INC
MCAI EC INC

NCCO I)M)CK *Co)ION VTG 0HRS
MCDONAU)3 CORP
MCG)lf)W 4 Ill I CO IIPANIE$ IHC

Mc«caqo» cTSF

0 10%
Q.Z!%
0 33%
0 02%
0.03%
0.04%
0 15%
0 27%
I.M%
0.23%
0 Mh
S.QS%
0.15%
0 41%
0 82%
0)A%
0.%%
1.3t%
0.16%
027%
0.%%
0 03%
0 IN%
0.10%
0.05%
0 08%
0 05%
0)H%
0.01%
0 M%
I 17%
0, N%
0 51%
0 30%
D 05%
0.05%
0 08%
0.07%
0enl
Q.QNI
I %%
0 22%
0 01%
I 08%
0 Iwl
0.0411
0.%%
005%
0 )0%
0.IMI
0 Ilit
0.Qwl
0 05%
0)%1
0 07%
0 03%
0 05%
0 02%
002%
00)%
021%
109%
I II%I
0.14%
0.10%
0.05%
0.24 k
0 tn%
0.03%
0 D5%
Q, UPk
0.42%
0.14%
0.10%
0 07%
0.01%
0%%
0 02%
0 06%
Q.M%
0 QIHI

0 00%
0.00%
0 28%
II 15'k
0.11%
0.34%
0.01%
0 07%
0 09%
Q.M%
0.20%
0.%%
4.M%
0.01%
0.05%
0 04%
0.23%
0.05%
Q.Q)%
0 04'll
066%
0.10%
0.18%

$.70%
10.%%
10.%%

N UAQ Ti)A)G)iulh
1440%
3.33%

10.73'k
7%%
4.77%
3.58%
8.32%

10.4ML
20.)MI
I~ .N)%
0J7%
e.MN

12.00%
2I.$2%
11.M%
Io.lel
0.33%

12.00%
10 50%

lt 22%
10.0M
7.35%
4.77%

IS.QM
0.!G%
0 k)%

14 33%
YM%

12.10%
7 51%

QfonI)
12.72%

Koine. TNN GnwN
21 33%
7.%%
4.07%
l).72%

14.02%
3.50%

IQ.N)%
IS 2MI
I I eni
0.00%

14.71%
I e7%

14.%%
ZI.M%
11.50%
IS 00%

QDFII
11.7S%
15.0%
13 50%
Liwf

1440%
7 47%

Ni LMQ T Gfwih
I MH
0%%

17 3161
0 38%
LQBI

12 M%
33wi

12 75'6
4.5MI

1378%
0 32%
S.94'%

10.30%
12 55%
7 02%

15.0wl
10.5MI

N l)eS.Teel
H UWFTenn

Gwnlh
Gnwlh

10.1MI
T.TT%

12 17%
I 71%

1371%
4.IN%

11 20%
8 01%
I 23%
8 2%)
8.%%

11,8'f%
11 5wi
IQ.MH
a,MN

160MI
441%

)0 44%
$83%

11M%

8 00%
14 01%

Ni one T e Gnwlh

0.01%
O.GI%
Q.IM%

O.wh
0.%%
0.02%
O.e)%
0.N)%
0.02%
0 01%
0.01%
0.%%
0.%%
0.%%
0.01%
0.%%
0,%%
0.01%
0.%%
IL01%
0.00%
0.01%
0,01%
0.00%
0.01%
QDMI
0.01%
0.00%
0.%%
0.17%
o.et%
0.%%
Q.N%

0.0lli

0.01%
0.01%
0.00%
IL IS%
0JN%
0.00%
0,12%
0.%%
0.00%
D.M%
0.01%
0.00%
0.01%
0.%%
0,01%
0.01%
0.01%
0,01%
0.01%
0,0te
0.0t%
0)M%
0.01%

D.12%
Q.II%
0 02%
0 02%
0.%%
Q.INl
0 QNI
0 00%
D.QDII
0.02%
0%%
0.01%
0 01'%
0.01%
0Jnw
0)NRI
0.%%

0.01'6
0 01'll
0 01%
0.02%

0.01%
0 MM

Q.D1%
0%%
0.01%
D.02%
001%
0.01%
0 00%
0.01%
Q.INI
0 05%
0 01%
Q.SFII
0 00%
0.07%
0.01%
0.%%

4S1%
3.37%
LQMI

12.07%
aow,
1.01%
1.72%
2.1S%
2.6ML
2.04%
4.08%
ILM%
Q.MHL

S,lwl
0.88%
1.%%
LM%
L00%
L08%
1.14%
1.0%1
0.12%
1.37%

220%
I).02%
eh3%
0.01%
615%
S.e)%
0.02%
S.IM%
2.N%
2.07%
2.01%
0.00%
Q.B%
4.%%
Q.M1%
0.%%
1.70%
2.IN%

2.09%
a0MI
Q.MK
2.30%
L39%
S.QS%
awn
0,00%
2.10%
0.0!%
I 75%
2.75%
1.70%
0 Qwf
020%
aee
2A2%
If)4%
)ZMI
'I 27%
0.00%
2.%%
0.5MI
~22%
~57%
Q.N%
1.01%
O,ot%
4.08%
I 7MI
301%
Q,MH
ail»
52wl
0.0)%
0.00%
0.%%
0.00%
0 I%I
8.$5%
S.21%
DIN%
SJH%
1.%%
0 QD%

267%
3%%
I.QMI
S.M)%
0.57%
$.51%
Q.QPA
2.13%
I)4wi
0.20%
2.04%
0.00%
2.73%
a05%
2.1%%
D.TMI

ODIN
0.01%
0.M%
Q.RB,

Q.lwl
0,00%
0.01%
QJMIL
0,01%
0.00%
0.14%
O.MIL
awn
0,01%
0.00%
0)M%
0.%%
0.0tP4
0.00%
0.00%
ae%
0 owl
0 MH
0.00%
0.01%
0.00%
0.%%
60%
0,%%
0.01%
0.01%
ILM%
0,01%
0 10%
Q.ot%
0)K%
0.00%
0 Qwi
0.00%
0.%%
081%
0 QMI
S.GNI
0%%
0 00%
0 QNI
S.MH
awn
0 0%1
0 NW
0)NHI
0.00%
0 00%
0 Owf
Q.IMI
0 00%
0.00%
S.SNI
LONI
ae%
0 Qei
Q.IQ%
D.QD%

0.01%
0,OMI
0 DI%
D.00%
061%
0)N%
Mwl
0JQ%
QMH
0.00%
Q.SMI
0 OMI
0.0wi
I)00%
Qiu)%
LMH
awh
aGM

0.01%
0.%%
0.%%
Q.QMI
0 M%
Q.QMI
aw«
0.00%
4 00%
080%
4.%%
0)N%
060%
Q.MH
S.Q0%
O.G%
0 D2%
S.QNL

e.00%
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MJH
NWV
N(0
INT
WFR
IBK
NDP
MET
PC0 U
NCHP
Mu
M0FI
IN.
NOIX
TAP 0
MOH

MWW
INO
NS
MOT
MUR
MYL u
%0R
NON)
HO(f
N!W
N TAP
HYT U
Haa
NEH
NNA
Oho U

HKE
Nl UH

%0L U
JWN
HSC
HU

NRS
HOC
NOVL

%VIS
NRG
INE
NVCA

NYX
OIILY
OXY U
COP U
OMC
OIICL
Ol UH
PCAR
PIV
PLL
PH
POCO
PAYX
0TU U
PSCT
POM
PEP
PM
PFE
PCG U
PM
PNW
PXD
POI
PCL U
PNC U

HL U
PPG U
WL
PX
PCP
PCUI
PFG U
PO U
POH U
Poll
Plo
PIIU
PEG U
PSA U
PHN
(ILGC
DGtW
PWfl
OGX U
0TR
O UN

R0H
RRC
IITN
RHT U
RF
R0G U
RAI
RN
ROK
COL U

ROP U
Roof
RDC U

INI Slay
UH EOSy

VN Ewoy
UN EOMhf
UH EOMV
Wl Ewly
UN Ewer
IIN Siwy
5 Eowy
UW EWNT

UW EwSy
UW Eehy

UN Ewly
UW Eeay
H SFSy

UN Eouly
IIH EWW

Nl EaSy
UH $05(y
UH Ew07
Nl 050(y
W Sy,ly

UH EOSy
Uw Eew

t)H &soy
UH EOAT
UW Eeoy

N &tu07
IN EW0y
UN fete

UW Ectly
5 Sehr

l)% Ewly
Ewer

N EOSr
IN Eeay
UH Euuld

IN Eeay
UW M(N
VN EW)ly
UW &lust
UW Ee4lr
UN EOAr
UH Slwy
UW EW07

UN E&0y
UW SySy
N Eeay
H EGN

UH &uSy
I)W Ew0y

Ewly
UW &50y

UN Syly
UH BFAy
UN EGAr

UW E»47
UW Ectly
N EWIy

UW SFSJ
UH Easy

UN Sw0y
UN Euvly
UH Swly

H &why
VN Seay

UH Ewly
Ull Bwly

UH Swly
N EwRr
N Bely

N Sluhy
N foully

UH Eesy
UH Buoy

UN EO&y
UW Ewhy
N SIYRy

N EWld
N EWly

UN Bpoy
UH ENSy
UH EeST

N BWly
H Euull

UH Butty
UW EOST
UW BH07

UN EON
H &IVV

UH SVSy
fear

UH EW0y
UN EGN
UH Ewsr

H Sely
UH feNy

H E4wy
IIH EOAr
UH 0«Hy
IIH Edtly

N Ewhy
H Bluld

UW E&hy
5 EVSJ

MEAD JOB(0ON TRITIofl Co
NEADW00IVACO COIIP
MEDCO HEALTH 0OUITION0 NC
MEMROHIC WC
MBIC IE CIRC NC W(TER ML0
IWICK 0, Co. NC.
IBRBNrH C(NIP
MElUFE INC

ETIIOPC0 COMNUHICATIQH0 BC
NCROCHIP TECHHOLOOY NC
WC%ON TECHNOLOGY NC
NCRO0OFT IXBP
10UJPORE CORP
MOLE(NC
h&NOH COQR8 OREWIHO Coo
NNIIMWO CO
MCH0TBI ORMXMDE INC
INXXIY0 CORP
MOIIIWI 0TAHUV
MDTOROLA IHC
MURPHY OIL CORP
MYLAH INC

Woo%0 INWSTAIE0 LTO
NA02VO OWt IOUIVIHE
NAIKHML ON.WELL VARCO NC
IMTKW(L SEMICONDUCTOR (XNU'
HETAPP IIIC
NEW YOIIK TWE8 CO CL A
NEWEIL IIU80EIWAID NC
HEVWQNf WRING COAP
NEWS CORPSE A
MCOR WC
NBE INC GL S
53OURCE WC
Noo(E ENERGY Nc
NORD0TIIOM INC

HORFOUt 00(ITHEA» CORP
HORME)(ST UTIUTIE0
NOR THEhH TRU87 CON'
NOR TIIHOP tHI UMMAH CORP
NOVEIL INC

NQYEILUS SYSTEMS IHC
IIRO ENERGY 0IC
NUCOA CORP
IMD(A CORP
%Y0E EUIIOHEX 7
ORE(llr AU TOM OTNE BC
occ&SHrN. perh(%4'UM Bwp
OFFICE OEFQT IHC
owuctw ollollp
(MACLE COIIP
OWE%0 ILUN(40 INC
PIICCAA IHC
Pl(CTIVCORIWAATIDN
PALL CQAI'
PhRKEH llhNH(FB CORP
PA WBI0QH COS IHC

PAYCI ICX IHC
PSAIKX)Y ENERGY CORP
Pcof»5» UH)TEO FINANCIAL

PEPCO I to) IKN(5 INC

PEP&CO WC
PERKIHCI MIJI NC
PFIZER INC

P G 4 f CORI'
Pl ullP (Ao(0 00

IN

TCfl�lu�(TI

CHAL
PIHNACI F WIN(CAPITAL
Plot(ED( Hh I ul(AL RESOURCES Co
PfTHEY 0OWE 0 WC
PLUN CHECK TNOER CO
PHC AHANCIAL s&WEao cAous
POLO RAl. hl 1 UIUIIEN CORP
PPG ushllllllBI INC
PPL COAI&IIAT(QN
Pill&00 WC
PAEC(0uul rhe TPAIITS CORP
PAICEUHI. CQM INC
PA)NCIPhL IlHA((CIAL GROUP
PA OCT l) ll 4 Gl(MII IE Cwf HE
PADGAi Se FNFAOY BC
PAOGRI MNE CORP
PI(DIDOS
PRUOEN Al FINANCIAL IHC
PUol)C Sl I)V)CT FNTEhPIIISE OP
PUIN IC Slot(Ac»
PUL IE 1(out S INC

CL(XAC Cull('
IW)l(.CQVV NC
OWWlh 01 l(V(CK0 IHC
Oul'01 0 IO 100T)C0
OUC0)N(l. 'QKP
OW001 CQHWIH)CATION0 INTL
R)IIXO01 CKCU((P
AAHCC )53(KIKCE0 Ct&P
IIAYI HI '(Ãt C.NIP)(H Y
RCQ llhf ftK)
REGIONS I flu'(HC )hi CORP
REI'ulhlc0V llc00(NC
AEYEK)l OS he& tlCAN NC
ROIICI(1»lf NIL NC
IIOCKWI tl AIITOHATBN NC
I(QCKW( I I C(K I(Nfl INC

Aol»fl ."IIXI':Ill)(8 IHC
ROSS 51 Qftl 1 IHC
ROWhH Ct)VFANIE0 IHC

0.10%
0.04%
0 20%
ON»
0 0W
I 11%
aol»
0.20%
4(5%
0.05%
aoML
2.41%
035%
a&»
0.07%
0 30%
OAR%
0 NIL
0.80%
0.15%
0.10%
O,M%I
0 HN
0.04%
ll10%
0)5%
0.10%
0(5%
0.01%
0.24%
024%
aoM
O.N%
ohf(%
0.12%
0.00%
0 10%
0.(5%
0.12%
0.10%
0.02%
ON»
OAN%
Llwi
0 00%
0.07%
0.05%
0.04%
IL02%
0.(1%
1.10%
0.4BL
O. lwl
0,01%
O.M%
0.1NL
0.04%
0.1(%
0.12%
0.00%
0.0I%
1.02%
0,0S»
I.3M
0.15%
O.N%
OJ»%
aos»
0.05% Ho
0 NW
0.27%
O.N%
0.10%
0 10%
lu5%
0.5%
0.(0%
O.N%
1.70%
0 11%
0.11%
4.00%
034%
0.10%
0.14%
0 01%
OM»
0)5%
0JN%
0.10%
007% 144
0 M%
OM%
RONI
031%
0Jul%
0.00%
0 11%
0 15%
0 Oua
0.00%
0 W%
0.05%
0 00%
0 I»%

M0%
M 00%
10.15%
11 12%
15M»
~Ma

12 00%
1140%
Ie W»
10.0NI
1041%
11.10%
5 N%
1382%
IZ.N%
ISRB
ITAIN
H 47%
UM»
XI30%
15.W»
1(.MN
0 !5%

12.N%
7J»%
0.3l%

toJI7%
S.twl
ers»

I0 15%
10 N%

~ 20%
1(.57%
2 MHI
L15%

12A1%
0 lo»
781%

1140%
0 70»
0 S3«

10 5NI
2 $1%

15.00%
I It l4%
1( 50%
1000%
0,N%

1140%
tow»
1251%
5.W%
0.07%

12.15%
1475%
0 Iwl

14 33%
12)WE
0.$%
0 (5%
7 00%

10 4W
11 (7%
2 01%
1.30%

lo »%
5.00!E

10.50%

0$N
t 33%

ILRN
LIMA

10 IHN
IO0M
10.SNI
10ANIL
12.70%
0 ow
MW
0.1NI

31 20%
11 $%
5.N%
~ B%

10,50%
I (N»
11.05%
12.$HI
12 23%

I A&I
L21%
4 75%

10 11%
I S0%

10.($1
(LONE

1247%
IM1%
7A0%

11 07%
13 &%
15.33%

L01%
LMN
0.0S%
0.05%
4AN)%

0.05%
0.4NI
0(5%
0.(KAI
0.00%
a01%
0871E
OJH%
0J»%
0)%%
0)5%
035%
00(%
0.05%
0.05%
0.01%
081%
OA(%
OD1%
IL01%
0 40%
0.02%
O.N%
0$)%
OSBI
ot5%
0.40%
0.15%
O.M%
0.01%
ao(%
O.N%
0.00%
0.01%
0.02%
0 Owl
0(5%
O.W%
lu!2%
OAI1%
0.01%
0.0(%
S.W%
0 00%
lio(%
e.to»
SAN%
001%
000%
0.0(%
0 01%
OA»%
0 01%
tl01%
0.00%
aew
0.11%
0JN»
0 N%
0.01%
aw»
LM»
O.W%

M0%
M2%
0.01%
0 01%
0.01%
0.0M
L02%
tl02%
OJI1%
0.111%
0.00IL
0)5%
Iwt%
0.(5%
aw»
0 0(%
000%
OA»%
0.11%
0 MN
D.01%

O.MNI
0.00%
0.01%
0.$7%
001%
aw»
0.02%
081%
041%
OJI1%
ll01%
00»i
0.01%
0 00%

1.07%
815%
O,N%
I.W%
OAN%
4 ll%
2.70%
2.00%
O.N%
5 M%
0.00%
184%
OA0%
2.»N
240%
IA7%
LM%
I A7%
0 N%
0)5%
I.BIL
0.$51
035%
OA5%
2.14%
2.N%
O.W»
0.00%
1.02%
0.70%
OM%
~.M%
I.N%
0.10»
0.72%
IAAI
2M%
2.N%

20$1
0)5%
OAN%
0.10%
8.SI%
0.40%
48NI
0.00%
IJIBE
OM%
1.70%
081%
0.00%
I 22%
O.M%
ISPA
IJN»
0)N%
l.12%
0 00%
302%
7.00%
287%
13(%

AM»
40NL
0el»
R(5%
0AW
~SM
0.74%
0 22%
$ANI
0 (5%
LN»
0.10%
0.0PN
2.00%
2.01%
4 40%
I.N%
4.01%
140%
*$1%
2.05%
0.(5%
LN%
(.77%
0JKM
arse
I.INI
7.10%
(24»
tll7%
231%
M0%
ON»
2.02%
M0%
1.71%
3.14%
1.01%
4.00%
IANI
ost%

NKN
0(5%
OJKN
O.N%
0.00%
N5%
0.00%
0.0(%
035%
0JN»
OA0%
OAM
aew
ILAW
O.M»
0.01%
aooa
aoM
0(5%
N»%
OJN»
0.00%
OAuw
L00%
0.00%
0.(KN
0)5%
OJ5%
NN»
0 N%
M0%
0JN%
035!L
0)INL
0)5%
OM»
000%
0)5%
030%
0.01%
0JWL
0.00%
0.00%
0.0W
0.$N
O.W%
4(0NI
0.01%
IUNN
aooa
a01%
0 00%
0.00%
035%
M0%
OJTW
OA5%
0.00%
04NI
0 00%
aew
M7%
025%
0.00%
aw»
0 01%
0.00%
OJKN
050%
0.00%
0 00%
0.00%
0.00%
ILO(%
0JN%
0.00%
(100%
aow
aoM
0.01%
0.0NL
O.M%
0.00%
0.0(%
0.$&
aooa
ll(KN
0.0(%
O.N%
aw»
OAhw
4tH%
OM%
ol»%
0.00%
aMA
0 00%
INO»
0J)1%
0)5%
aosa
GRB
0 otw
0N»
e eo»
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RRD
R
SW!f
SN
CRM
SNCK
SLE
SCO
SUI
SCHW
SHI
SEE
SRLD
SRE
SRW
SIAL
8PG
SLM
IM
SHA
SO
LW
SWN
SE
8
STJ U

SWK
SPUI
SSUX
HOT
STT
SRCL
SYK
SUN
SN U
SVU
SYNC
SYY
TROW
TOT
TE U
TLAS
THC
TOC
TER
TSO
TXN
TXT
TMO
TIF
TWC
TWX
TIE U
TJX
TIN(
TSS
MIV
TSH
UNP
UPS
UIX U
UNH

UHN
URER
USS
X UN

VLO U
VNI
Vrn U

VRSN
VZ V
VFC U
VWN
V UN

VHO
VMC
WMT
WPG
CIS U

WPO
VHI
WAT
WPI
WLP
WFC
WDC
WU U

WY U
WHR
WFIR
VNIO
VNN

WEC
GWW
WQ4
NP( NN

XEL
XRX U
HHX
Xk V
XIO
THDD
VINI
ZMH

2fCH

UW Eq(8)
UN EwW

UH Ewky
UN Ewkr

UH Beny
UW BIVNy

UN Eqnly
UN BNNy

Un B&N&y

VW ByNY
UH Bety
UN BIYW
UW Bluay

UN BPW
UH EeGy

UW Eway
UH Eway
UN Nwnr

UN EeNy
UN Baht

UN EOW
UH Ewkr

UH away
Wl Ewly

Un Eqnly
H Bl Ny

UN Ewky
UW Bw&y
UW Ew'4r

UH Emly
Wl Bwy

UW Eeey
UN Bynf
UH Equky
N EORy

UH Ewkr
UW Eeny

UH Beay
UW Eeny

VH Ewny
N Bluay
UW Ewky

UH Eqwr
UN Eqne
Un EOey
UN KqWy
UN Emky
UH Emly
UN awny

UN Equay
UM ENRy
UH BIMV
N Bluay

UN Ewky
UN 8&cay
IN Eway
UN Beay
UN Eevly
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BOND YIELD PLUS RISK PREMIUM
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Aumcrized Risk Premium
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ROE I Tressu Yield Tressu Yield
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1993.1
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1993.3
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1994.1
19!!4.2
1994.3
1994A
1995.1
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1995.4
1996.1
1996.2
1996.3
1996.4
1997.1
I 967.2
I 997.3
1997.4
1998.1
1998.2
1998.3
I S98A
1999.1
1999.2
I 999.3
1999.4
2000.1
2000.2
2000.3
2000A
20DI. I
2001.2
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2001.4
2002.1
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2003, 1
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2004.3
2004.4
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Multiple R
R Squsfs
Adjusted R Square
Ssndsnl EADI

Observasons

0.79968324T

0.839493295
0.834415738
0.00506 1059

73

ANDVA

Regmsslcn
Residual
Total

df SS MS F 5 fgcanos
0.003225996 D.003225995 125.9450194 2, 1827E-17

71 O.OD1818618 2.66143E-OG
72 0.005D44612

Ccedfcfcnfs Standard Error t Stsf Pvrefue ower 95% U r 95 ower 95.0% U r 95.0%

Inta wept
X Variable I

D.08369211
-0.61077983

0.003134062 28.29941092 212115EMO 0.082442968 0.094941263 0.082442968 0.094941263

0.054379914 .11.222522!M 2.1827E-I7 4I.TI BTI0297 4IBOI 849362 uf 718710297 4I.BD I849362

Sosnsdo (BI»year Tmssury Yield) 30.year Treasury Risk Prem. RDE
3

Sus Chip Consensus Forecast (2D09.2011) [4[
Sue Chi Consensus Forecast 2DI I -202D
MEAN

4.S0%
5,75%

10.78%
11.11%

5.82% 10.94%

Notes
I[ Source: Regulatory Research Associates. Rale Case 5felisiics, accessed January 5, 2010.

[2[ Source: Sloomberg Professional Ssrvirs Quartedy T-bond yields are the average of the last trading dsy ol each month In the quarter.

[3[independent variable = Treasury Yiekk Dependent Vsrisbw Risk Premium.

[4[Soume: Aspen Pub8shers. Blue Ch'» Firrandsf Fomcesls, Vol. 29. No. 2 Februwy 1.2010, p. 2

[5[source: Aspen pubsshers. slue cl»» Frnendsi Fomcasfs, vol. 28, No. 12 December I, 2009, p.14
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PROXY GROUP MEDIAN MARKET CAPITALIZATION

Com a Name kke
Amelkan Eledrtc Power
Clans Corp.
DPL, Inc.
Duke Energy Co
IDACORP, Inc.
Northessi Uhlffles
Portlsnd General
Progress Energy
Sougmm Co.
MEDIAN

MEAN

AEP
CNL
DPL
DUK
IDA

NU

POR
PGN
SO

Ustonlsrs
Mg 1

Market Cap a et to
$BI Book Rago

5.2 $184 1.24
0.3 1.8
0.5 3 3.3 2.95
4.5 $ 21.8 0.99
0.5 3 1.7 1.18
2.1 3 4.7 1.31
3.1 3 1.4 0.94
0.8 $11.1 1.15
4A 26.7 1.78
2.1 $4.89 1.24
2A $ 9.8 1.44

SCE&G Equity (3 MIWorn)

Median Market to Book for Comp Group
SCE&G Implied Market Cap (3 Millions)

SIZE PREMIUM CALCULATION

2,553 [3[$1.24
3.172

Dedle

Market Cepltagzstlon (in Bmggons)

NI 8
Size Premium

4
2
3
4
5
6
7
8
9
10

Proxy Group Median
SCE&G lmpged Market CspllsgzaBon

Difference from Proxy Group Median

5,975.836
3,428.570
2,388.985
1,802.429
1,063.333

885.129
432.175
214.194

1.007

$14,691.668$5,938.147$3,414.834$2.384.028$1,600.169$1,063.308$684.790$431.258$214.111

$4,893.920$3,171.706

0.74%
0.86%
1.15%
1.69%
1.73%
1.73%
2.49%
2.85%
8.28%

0.85%
1.15%

0.30% [6)

NOTES
[1) Includes eleclrlc snd gsa. source: sNL Finandsl
[2) SNL Finandsl sa of Mardi 12, 2010.
[3)Represents proposed equity portion of total rstshsse [$4,820.908 mglion * 52.98%[ as per ApplkmBon Bled In Bas Case.
[4) source: 2010 Morningstsr Risk Premla over Thne Report; Esgmales for 1928 - 2009
[5) Equals 1.15%-.86%
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